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Life Begins At Forty Billions? 


Is Government Repeating the Mistakes of Private 
Credit Inflation? 


HENRY H. HEIMANN 
Executive Manager, National Association of Credit Men 


IFE begins, we are told, at forty. 

And it has been increasingly ap- 
parent that too many of our federal leg- 
islators in recent years have had in mind 
that a nation’s life begins at forty— 
billions of debt! 

Although we have seen no decrease in 
the rate of spending, there has been a 
rather widespread public discussion in 
recent weeks as to the total debt this na- 
tion could carry. The claims of the two 
schools of thought have reminded me of 
that old-fashioned conundrum: How old 
is Anne? 

Most of us, no doubt, have tackled the 
puzzle at one time or another. But since 
I believe it has a certain pertinence to 
the discussion of our national debt, I am 
taking the liberty of repeating it. Mary 
and Anne have a combined age of forty- 
four. Mary is twice as old as Anne was 
when Mary was half as old as Anne will 
be when Anne is three times as old as 
Mary was when Mary was three times 
as old as Anne. Given these known fac- 
tors it can be figured out that Mary is 
twenty-seven and a half years old and 
Anne is sixteen and one half. 

Given certain other known factors we 
can figure out the size of the debt that 


But perhaps a consideration of these will 
in itself give us a better perspective on 
just how high a figure we might conceiv- 
ably carry in the way of a national debt. 


Earnings, Savings, Carrying Charge 


IRST, we should not forget that the 

size of the debt is largely dependent 
upon the earnings of the nation. A na- 
tion with a small income obviously can- 
not bear a debt as large as a nation 
which has large earnings. 

Second, aside from the gross earn- 
ings referred to, of considerable im- 
portance is the amount of savings that 
we might make in the course of a year. 
There is a definite ratio between savings 
and the size of the debt. 

Third, it is important to remember 
that all of these factors are more or less 
affected by the carrying charge, the in- 
terest on the debt. Obviously, we could 
carry a smaller debt if we had to pay a 
heavy carrying charge. If on the other 
hand our carrying charge were slight, 
then perhaps our total debt might be 
somewhat higher. 

Fourth, it would be necessary to know 
what the percentage of earnings and sav- 
ings to the national debt would be. 


the nation can 
bear. Unfortun- 
ately, however, in 
national affairs 
there can be no 
certainty as we 
would like to have 
concerning all the 
factors; therefore, 
one must conclude 
that the safe limit 
of the nation’s debt 
cannot be stated. 


THE FEDERAL DEBT 


(In billions of dollars—as of July 1) 
1917 1919 1930 1933 1938 
37 
25 
23 
16 
3 


As of Feb. 15, 1939, the total Federal 
debt equalled $39,798,893,142. 


Thus we have 
already enumerat- 
ed four factors, 
none of which can 
be determined with 
certainty, all de- 
pendent upon a 
number of condi- 
tions and causes, 
some of which 
are beyond the or- 
dinary control of 
man. 





152 


Parallels in Private and Public Credit 


OW let us look into another phase. 

I sometimes feel that if we thought 
of our government as we do of an in- 
dividual or a private corporation our 
thinking would be straighter and clear- 
er. There has been a lot of loose think- 
ing abroad in this land, in many quar- 
ters. 

One apparent cause of the past 
decade’s troubles in this country was the 
spectacular inflation of private credit. 
Stocks, you will recall, zoomed to dizzy 
heights. Bank credit was too often ex- 
panded beyond reason. It was credit in- 
flation of the worst type. It ended in 
collapse. 

Today we find no such private credit 
inflation. But can we say as much of 
public credit? Is not our government 
doing what its citizens and business in- 
stitutions did in the late ’20’s, essentially 
what the government took them to ac- 
count for? Can we then expect the con- 
sequences to be any different than they 
were in 1929? 

During those years we had opportuni- 
ties to stem the inflation, to check it be- 
fore it got out of bounds. We may still 
have that opportunity with respect to 
public credit. 

No thinking man assumes for a mo- 
ment that the interest rates, for instance, 
on government bonds are normal or that 
the demand for government securities 
reflects a healthy economic appetite. 
Likewise no one can assume that an ad- 
dition to our government debt of twenty 
billions of dollars—almost a decade of 
uninterrupted annual deficits of a billion 
and more dollars—is anything more than 
an over-indulgence in public credit. It 
is government credit inflation, pure and 
simple. It is the same type of inflation 
that the same government, by means of 
reform legislation, chastised private 
hands for misusing. 


Time for Sound Appraisal 


NLESS our expenditures are check- 
U ed, may we not soon border on the 
verge of a collapse of our public credit 
just as similar practices brought about 
the earlier collapse of our private credit? 
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Will not another reform wave sweep over 
the nation the next time with respect to 
government policies? 

The first thing a banker would do in 
developing a limit of credit upon a bor- 
rower would be to survey that man’s 
stability or, if he were engaged in bus- 
iness, the stability of his business. The 
same appraisal method is necessary in 
the case of our government. 

“Yes but,” someone may object, “we 
in this nation are stabilized.” 

In fact, there is a phrase currently 
popular today: “It can’t happen here.” 
Certainly I would be reluctant to state 
that our form of government, which has 
built this nation so rapidly and under 
which we have gained such a high stan- 
dard of living, will not survive. How- 
ever, I do know that we are an infant na- 
tion and that the mortality rate among 
infants is not low. 

If we take a clock and let one hour rep- 
resent the recorded history of the world, 
the minute hand would record our na- 
tion’s age as that hand traversed the 
space between the fifty-ninth and the six- 
tieth minutes on the dial. Political sta- 
bility is of tremendous importance when 
we gauge the size of our debt. 


Sizing Up the Applicant’s Record 


UT there are other factors that 

would immediately be looked for in 
an applicant for a loan from your bank. 
You would want to know about his capa- 
city. How does he manage his business? 
What is his record? 

And that is equally important in the 
government. What type of government 
management will you get? If you are 
certain of sound governmental manage- 
ment then obviously you can put a high- 
er limit upon the government debt. 

The next question would be the use to 
which this money was to be put. If you 
learned that it was going to be used for 
some purpose that you felt unbusiness- 
like, a. poor investment, you probably 
would not allow the loan. In the same 
way the government of the United States 
must have a useful purpose for the money 
if you are to appraise the size of the 
burden it can carry. In fact, it must 
invest this money in such ‘a fashion that 
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its very investment will make greater 
the earnings and the savings previously 
referred to. You would particularly want 
to know about the permanency of the 
purpose behind the need for the loan. Is 
it going to provide for something that 
may not be needed later on? 

I am sure you would also size-up the 
individual who was making the loan. If 
he had been extravagant in his ways, and 
if he were inclined to do considerable 
spending without reason, you would feel 
that he would not make as good a risk as 
would a man who had less income but 
more savings from that income. 


Debt and Standards of Living 


ONTINUING the study, you would 

particularly want to know what 
that particular business 
man’s competitors were 
obliged to carry by way of 
a debt. You would be 
shrewd enough to realize 
that, after all, he must sell 
his goods in a market that 
is, at least to some extent, 
open. He might, of course, 
have a certain area around 
his shop in which he did not 
feel the full force of gen- 
eral competition, but when 
he went beyond these 
boundaries he would cer- 
tainly meet the full force 
of his competition if it did not, as is 
possible, invade his own area. 

You must ask the same question of 
the government. You want to know 
what is the size of other governmental 
debts and what is the carrying charge. 
You want to know the experiences of 
other governments that are having such 
carrying charges and the effect of these 
charges on the standard of living. 

Too many people seem to forget that 
there is a definite relationship between 
the size of a government debt, the carry- 
ing charges, and the standard of living 
of the people who make up that govern- 
ment. Where the debt is low, the carry- 
ing charges are low and taxation is light. 
To the extent that taxation is light, more 
money is available for the purchase of 
goods and for savings. This, in turn, 
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starts in motion a cycle which makes 
available to more people more units of 
goods with the result that a standard of 
living develops that is not to be found in 
countries over-burdened with debt. 
Finally, you would want to know some- 
thing about the nature of the govern- 
ment you were dealing with. Is it a 


government that might create debt now 
and not accept full responsibility for it 
in years to come? Are you dealing with 
management that may not remain? Will 
the obligations that are assumed today 
be discharged by another management in 
control before the maturity of the debt? 


Are Old Investment Laws Sound? 


F course, one could go on and enum- 
O erate all of the uncertainties, but 
I believe these interroga- 
tions are sufficient for us to 
tell your customers to get 
the facts. 

What we want to know 
is: What are the facts? We 
want the business record. 
We want to know what the 
program is going to be. We 
want to know something 
about the use of our money. 
When these and the other 
facts are presented, per- 
haps then we will be able 
to make a closer appraisal 
as to how much debt this 
nation can afford to carry. 

The nation’s debt is, of course, of 
primary interest to those charged with 
the fiduciaries’ responsibility of protect- 
ing investors. The limitations—legal or 
economic—as to investments of fiduciary 
funds make it almost mandatory in most 
instances that long or short term credits 
be purchased extensively. Equities, in 
the eyes of the law of many states, fre- 
quently have no standing or a precarious 
one in the fiduciaries’ operations. In 
the past these laws may have been and 
undoubtedly were sound, but with a total 
debt reaching inflationward many doubt 
the wisdom of the continuation of such 
legislative or judicial prohibitions. When 
a former President of the United States 
seeks authority to protect credit funds 
with “equity” purchases, one needs no 
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additional evidence of the state of mind 
of trustees. 

But the law’s changes are slow and 
tedious, while debt accumulations are 
rapid and easy. In these situations it 
would seem that long term credits can 
be dangerous and that fiduciaries must 
limit their investments to short term 
credits even though this type of program 
is more costly. 

Indeed, there are many who believe, 
and not without reason, it is this very 
situation regarding short and long term 
credits that has kept the durable goods 
industries activity low and unemploy- 
ment high. 


Statistics—and More Statistics 


HERE is a current story that may 

not be amiss, though I hope it will 
not be accepted as a reflection upon any 
who may have suggested the total peak 
of debt. I am merely using it to illus- 
trate my point. It is said that a psy- 
chology professor put forth this question 


to a class of his students: “If it’s three 
thousand miles from the Atlantic to the 
Pacific, two thousand miles from the Gulf 
to Canada, and if Benito Mussolini is the 
Premier of Italy, how old am I? Quick!” 

For a moment there was silence in the 
class room. Suddenly, a student in the 
rear of the room raised his hand. The 
professor was amazed. 

“Well,” he said, “do you mean to tell 
me you have the answer? That’s strange. 
How old am I?” 

“Forty-four,” replied the student. 

The professor was really dumbfound- 
ed. Regaining his composure he asked: 
“How did you figure that?” 

“I’ve got a roommate who is twenty- 
two years old and he’s just half-nuts.” 

I am afraid that anyone who would 
attempt to prognosticate as to what size 
debt this or any other nation could safely 
carry might be placed in the position of 
the professor. 

I say, therefore, that we’d better not 
seek to learn Anne’s age. Let us respect 
her ladyhood and be kindly enough to 
see that she doesn’t grow too old! 


New Chandler Bill 


Passage of the Chandler bill, a measure 
which offers an amendment to the bank- 
ruptcy act setting up a definite procedure 
for interest and maturity changes such as 
those proposed by Baltimore & Ohio Rail- 
road and Lehigh Valley Railroad, would be 
helpful to the B. & O., according to Daniel 
Willard, president. 

Mr. Willard pointed out that in accord- 
ance with the terms of the bill Baltimore 
& Ohio, which has the assent of 78.26 per 
cent of all affected issues and more than 
51 per cent of each individual issue, could 
step into court immediately and ask approv- 
al for its plan. 

The Chandler bill, introduced in _ the 
House early this month, was referred to the 
judiciary committee, which is expected to 
begin hearings soon. 

The bill would allow a road with the ap- 
proval of holders of two-thirds of its debt 
and not less than a majority of each class 
of debt to go into a special court for ap- 
proval. This court must act within one 
year. Meanwhile suits to force the company 
into bankruptcy would be outlawed. 





Profit Prospects in Trust Departments 


Translating Losses Into Earnings by Business-like New 
Business Program 


R. C. SHORT 
Kennedy Sinclaire, Inc., New York 


HE theory that Trust Departments 
are unprofitable has been widely 
preached, and of all the depression-born 
fallacies this is about the most ridicu- 
lous. Just as it has been in style to pro- 
fess poverty it is considered modern to 
declare the undesirability of Trust busi- 
ness and while the former is merely a 
bore, the latter is resulting in our bank- 
ing institutions’ foregoing commissions 
they can ill afford to lose. The fact 
that this bromide originated in circles 
which owe much to Trust business makes 
it more insidious and its obvious falsity 
removes any excuse which might be made. 
Hundreds of Trust Departments in 
towns large and small are regularly con- 
tributing much needed earnings to sur- 
plus account, proving that there is noth- 
ing inherently wrong with the Trust 
business itself. If in any other industry 
some companies showed regular profits 
because of vigorous selling activities, 
while others with a do-nothing policy 
gradually starved to death, we should 
know where to place the blame. 


Volume and Unit Costs 


HERE are two prime requisites to 

a profitable Trust Department: first, 
that there be enough business; and sec- 
ond, that the business be administered 
efficiently. Enough has been written on 
the latter so that any Trust Officer can 
determine whether his system, personnel 


Individual 

Executors 
A $ 1,134,068 
B 855,364 
Cc 432,852 
D q 10,859,354 
E 23,589,300 
F 
G 
H 


County 
” 


4,921,377 
21,917,956 
1,134,579 


and policies are modern and adequate 
for his potential peak volume. 

The important point in having enough 
business is that doubling the volume does 
not mean doubling the cost of adminis- 
tration, and that profits therefore begin 
to accrue when volume passes a given 
point provided reasonable care is used 
in selecting the business sources. Cer- 
tain basic services are necessary for one 
Trust account and some of those services 
need no increase for any number of 
Trusts. As volume increases it allows 
departmentalization of services, and it is 
fundamental that the unit cost of ten 
similar operations is lower than one. 

To begin with, we must agree that 
there is enough potential business prop- 
erly belonging to banks and trust com- 
panies to warrant a profitable Trust De- 
partment in a majority of the institu- 
tions in this country. Those who doubt 
this statement need only go to the Court 
House of their own county and examine 
the records. These records reveal the 
greatest unsold market in the banking 
field and show clearly to all who will see 
that our banking institutions are yearly 
losing millions of dollars in commissions. 


Getting Their Share of Business? 


S examples of this potential market 

we give a few actual surveys. These 
include only estates which local Trust 
men agree are of an interesting size. 


Corporate Total 

Executors Value 
0 $ 1,134,068 
$ 49,201 904,565 
0 432,852 
1,206,445 12,065,799 
1,179,715 24,769,015 
1,588,902 6,510,279 
59,259,661 81,177,617 
7,942,058 9,076,637 


Commns. 
(at 2%%) 
$ 28,352. 
22,614. 
10,821. 
301,645. 
619,225. 
162,757. 
2,029,440. 
226,916. 


155 





156 


The first three of these counties were 
in a State which allows a commission of 
5% in the usual size estate and simple 
multiplication will show what commis- 
sions were lost by the banks and went 
to individual executors and trustees. The 
last two are cities where the principal 
banks have for years pushed their Trust 
Departments through advertising and so- 
licitation, and it is needless for us to say 
that one hears nothing in these sections 
about unprofitable Trust Departments. 
They are included for the contrast af- 
forded. 

The individual executor was appointed 
under estates with a total value of $64,- 
844,850. If the executor’s fee averaged 
21%4%, $1,621,121 was paid the individual 
executors for administering these 
estates. This includes only business that 
falls in due to the death of the estate 
owner. There are also many opportunities 
for Living Trust and Custody business. 

There are, of course, Trust Officers 
like one we met in County “A” who 
claimed his bank was getting its share 
of the business. Confronted with a sur- 
vey showing that over $1,000,000 in 
estates over $20,000 went through pro- 
bate in the preceding twelve months, of 
which 95% was administered by indiv- 
iduals and of the 5% his bank got noth- 
ing, he first refused to admit it and then 
stated that in his county the banks could 
not get it anyway. 

We have been told in county after 
county that the people were “different” 
and while we felt this could not be true 
we were unable to prove it. Now, how- 
ever, with the actual experience of hav- 
ing directly solicited business for our 
customers we are able to state that such 
a claim is an excuse for inertia or for 
unsound methods of approach. 


Silk Hat Inertia 


HE average prospect in the smaller 

communities is wide open for per- 
sonal solicitation, as in nine cases out 
of ten his estate plans are poor, his tax 
liability is greater than it need be, and 
his knowledge of the subject is extreme- 
ly meager. Far from resenting an in- 
telligent approach to his estate problems, 
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he usually welcomes the planning ser- 
vice of a Trust Officer. Some banks feel 
that personal solicitation is undignified 
and that business should be “accepted.” 

The directors of many banks are in 
an especially good position to help the 
Trust Department secure more business. 
They personally know men and women 
of wealth and they can well arrange to 
see that such people meet the trust of- 
ficer at the proper time and place. Of 
course this presupposes that each direc- 
tor has appointed his own bank as exe- 
cutor and trustee, else how can he ask 
others to use such facilities? 

After talking to hundreds of bank 
customers, we believe that the bankers’ 
dignity since 1933 is comparable to that 
of a man after a cyclone clad only in 
spats and a silk hat. As the dignity 
exists only in his own mind we think the 
banker can forget it and act as a busi- 
ness man, which his customers now think 
him to be. In those few communities 
where agreements exist between banks 
that trust business will not be advertised 
for or solicited, the institutions are mere- 
ly cutting their own throats and would 
do well to cancel such agreements imme- 
diately. 

The outmoded attitude of “accepting” 
Trust business is partly responsible for 
the lack of profit where the condition 
exists. Worthwhile trust business does 
not usually come to the bank unsolicited, 
while on the other hand the small “nuis- 
ance” Trusts and Guardianships flow in 
because they are undesirable. 


Saving Money by Advertising 


EWSPAPER advertising is respon- 
sible for much nuisance business 
because it covers all classes of people. 
On the other hand it has little effect on 
men of large means because it does not 
and often cannot tell them what they 
need to know. However, direct mail ad- 
vertising of an educational nature is 
most important and productive because 
it goes only to the desirable prospects 
and prepares the way for solicitation. 
Education of prospects is a vital ne- 
cessity, as our business is a mystery to 
the public, and only through their under- 
standing it can we hope to secure their 
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Wills and Trusts. Because ignorance of 
our business is one of the chief factors 
in the loss of trust accounts, intelligent 
advertising is a requisite adjunct to 
economical personal selling. Without it 
the Trust Officer must educate the pros- 
pect in the fundamentals in his selling 
interviews, with a consequent loss of 
time. We know that the well informed 


prospect is more quickly closed. Adver- 
tising of the proper sort should be con- 
sidered as an investment in future profits 
rather than as an expense, and particu- 
larly so because a losing department can 
be made profitable. 


Growth and Executive Salaries 


ERSONAL solicitation is without 

question the most effective method 
of developing new Trust business, espec- 
ially if properly done. The great weak- 
ness in solicitation by a Trust Officer is 
the well known fact that most men hav- 
ing inside and outside work will almost 
invariably neglect the latter. We know 
of one instance where twelve bank of- 
ficers made ten calls in two weeks, and 
subsequently a man divorced from admin- 
istration for the purpose made twenty- 
two contacts in a week without difficulty. 
Naturally the Trust Officer cannot divest 
himself of responsibility, but he can set 
himself and his assistants a quota of 
calls per week, with certain hours def- 
initely tagged for them. 


It is often well to start solicitation 
before going to the bank, thus avoiding 
any chance of being sidetracked by de- 
tail. Admittedly it is hard to break away 
from routine, but we can always remem- 
ber that the department runs when we 
are sick or on vacation, and would run 
if we were taken away altogether. Only 
through growth of his department can 
the Trust Officer become an important, 
well paid executive in his organization, 
and as his future depends directly on his 
new business effort there should be no 
lack of incentive. 

The usual approach to a prospect is 
“Why don’t you name the bank as your 
executor?” Not knowing why he should, 
or should not, the prospect smiles vague- 
ly and with an evasive answer, exits. 


157 


This is the selfish approach and leads 
the subject to believe you are interested 
only in what you can get out of him 
in the way of fees. Furthermore it does 
not give you a good reason to reopen the 
subject. It often calls forth the remark 
“T’ll come in and see you sometime” 
which promise has the same value as 
an international agreement, and, is as 
often kept. 


Approach in Initial Interviews 


HE approach we have found most 

effective is one which indicates you 
wish to perform a valuable service with- 
out obligation. It involves no subter- 
fuge, as estate planning is desperately 
needed by nearly all men of property. 
This planning can best be done by Trust 
Officers who understand Estate and In- 
heritance taxes and administrative prob- 
lems. In general the approach may be 
worded something like this: 


“You know, of course, that we have 
administered many Estates and Trusts, 
and in that work get an opportunity to 
see the mistakes our clients have made 
in planning their estate arrangements. 
Unfortunately it has been too late for 
us to correct these errors and in many 
cases there has been double tax liability, 
litigation and other avoidable hardships 
for the family. I assume that you have 
made some plans for the distribution of 
your property, but my experience to date 
in analyzing estates shows that 90% of 
the plans overlook important savings and 
contingencies. 

“Before 1932 the old fashioned Will, 
making an outright distribution, may 
have served its purpose, though it did 
place a heavy burden on an inexperienced 
wife. But when the Federal Estate Tax 
exemption was reduced from $100,000 to 
$50,000 and later to $40,000, with in- 
creases in the rates, it made many of the 
old Wills a liability to the family. When 
you add the state taxes, attorneys’ fees 
and probate expenses the shrinkage may 
run 15% to 20% in an average Estate, 
and while we may be able to help you to 
‘reduce the first shrinkage, we know we 
can avoid a second shrinkage on the same 
assets. You want your family to get 
your property. Do you know how much 
the Federal and State Governments will 
get? Let me analyze your tax liability 
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and other shrinkage and show you how 
you can leave your family more. 

“Many of the Wills we have seen tie 
the Executor and Trustee down rigidly 
and do not provide for the human and 
financial contingencies. Does yours pro- 
vide for guardianship of minors or in- 
competents, use of principal for illness 
or accident, education, marriage, birth of 
children, retention of your securities and 
all those things which make a Will the 
continuation of your care? We. have 
learned a lot ourselves about the plan- 
ning of Estates and feel that it is our 
duty to all our good friends and cus- 
tomers to make this knowledge available 
to them. 

“T will draw you a written plan, show- 
ing the shrinkage under your present ar- 
rangements; the administrative deficien- 
cies in your Will; an outline for a sug- 
gested Will; and the savings possible un- 
der our planning. Of course, any in- 
formation you give me is confidential 
and is not available to the commercial 
department. 

“When you get our plan you may use 
the suggestions as you wish. Naturally 
we hope to develop some business for the 
bank, but only if you are convinced that 
it will be more economical and efficient 
for your family. If you decide not to 
use our services we shall at least have 
your good will.” 


Formation of Plan 


F properly conducted, an interview of 

this sort will usually result in the 
drawing of the plan, which should con- 
tain the following: 


1. Family situation, 

2. Property holdings and conditions, 

3. Description of present plan, 

4. Deficiencies in present plan as regards 
flexibility, guardianship, investment 
powers, real estate powers, liquidity 
and contingencies, 

. Shrinkage under present plan, 

. Suggested plan, 

. Shrinkage under suggested plan and 
savings shown, 

. Comment on the advantage of the 
suggested plan. 


The advantage of a written plan is 
that it sets in order all of the vague, 
disconnected thoughts the average pros- 
pect has, and gives him a definite basis 
to start on. We have found it more 
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effective to outline the suggested instru- 
ments clause by clause in non-legal lan- 
guage, as the layman finds it difficult to 
visualize Wills and Trusts as we do. 

We must always bear in mind that the 
prospect knows nothing about our busi- 
ness, and we must avoid showing off our 
battery of legal phraseology. When that 
blank look comes over his face remember 
your first day in the Trust Department; 
go back and start over in his language. 
He will seldom ask you. 

Often we can close a case by making 
a complete outline of a Will when discus- 
sion does not further the closing. We 
may easily disclaim any obligation on 
his part, as he will nearly always be on 
your side when he realizes that he can 
get the service, pay the fee and still 
save money. Save him that money and 
he will have a new conception of the 
corporate Executor. 


The Attorney and the Wife 


ATURALLY the lawyers in your 

community must understand that 
you are on their side, and in planning 
Estates are not encroaching on the legal 
work or drawing legal documents. They 
should be carefully cultivated and made 
good friends of the bank. It is only wise 
to be ethical and avoid taking business 
from any attorney, for while directing 
business to your own attorneys may 
seem desirable it is both unfair and ex- 
pensive. 

An attorney who has lost a client’s 
estate business is in a position to turn 
much business away from you, even after 
solicitation has sent another client to the 
attorney with the full intention of hav- 
ing your bank named. Our experience 
has proved that the banks doing legal 
work directly or through their own at- 
torneys, appear least often as executors 
on the court house records. 

Having drawn the plan, it is important 
to take it to the client and discuss it with 
him; getting his agreement with you 
on each point. Whether or not you leave 
it with him depends on your judgment, 
but often it is best to take it with you 
when you leave. If he expresses the in- 
tention of discussing it with his wife, 
as is of course proper, an attempt should 
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be made to have a talk with her your- 
self, for while your prospect may under- 
stand the plan it is unlikely that he can 
point out the advantages accruing to the 
wife as clearly as you can. 

Wives in most cases are suspicious of 
changes in Estate plans, especially when 
those changes involve principles they do 
not readily understand. Yet when it is 
shown to their satisfaction that the 
changes are for their benefit they will 
frequently help you to get action. 


Following Through 


F the prospect will agree, you should 
also take your plan to his lawyer; 
state your case, intentions and ideas, and 
obtain the lawyer’s agreement and co- 
operation. The lawyer should not, ex- 
cept in rare cases, present a problem, for 
you are bringing him business and have 
shown your ethical approach by consult- 
ing him. 
There are times when the prospect does 
not wish to go to the lawyer himself, and 
in such cases you should get his approval 


of the drafting of the necessary docu- 
ments; get all information, and have the 
lawyer draw the Will or Trust from your 
Plan. In the more frequent cases where 
the prospect and his lawyer meet, you 
should go along and be present during 
part of the interview at least. 

The whole point is that we must never 
lose control of the sale at any of the 
necessary steps. Haphazard and spor- 
adic calls or plans that are left but not 
followed are a waste of time. After 
each call a memorandum of progress, ob- 
jections, peculiarities, facts, etc., should 
be made and a tickler card made for the 
next follow up call. 

When the sheet in the contact book 
reads “closed” at the bottom you will find 
that it also shows above a record of reg- 
ular, persistent talks. We have worked 
on a number of cases where the bank 
officers had started discussions but had 
dropped it because the prospect had pet 
ideas and objections and argued at 
length. These cases have been our best, 
for we know that if a man will argue 
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with you he is willing to be convinced. 
It may take twenty calls, but the objec- 
tions gradually fade out and one day 
your man will be arguing on your side. 


A Formula for Action 


F you doubt the wisdom of many calls, 
multiply the probable estate by the 
commission allowed and divide the re- 
sult by your monthly salary. On a re- 
cent solicitation contract for one of our 
bank clients we were given two names 
but warned they were the “toughest” 
prospects. Those two were the first sold 
as they loved to argue. Never let the 
large size of an estate deter you, for 
the bigger the estate the greater the need 
for planning and the more talking points 
you have. Furthermore, the man of 
wealth is usually better informed, easier 
to talk to and quicker to take action. 
We believe that any Trust Depart- 
ment, the existence of which is justified 
by a survey of the County, will be profit- 
able if the officers and directors will keep 
in mind these points: 


. Trust Business is profitable if we get 
enough 

. There is enough business available 

. Intelligent, educational advertising is 
an investment 

. Only through growth of his depart- 
ment can the Trust Officer improve his 
status 

. Personal solicitation is effective and 
productive if systematically and per- 
sistently followed 

. The approach must be made on the 
basis of offering a vitally necessary 
planning service 

. A written plan is essential 

. We must not do legal work, directly 
or indirectly, and must have the co- 
operation of the bar 

. We must control the progress of each 
case 

. Once closed, the client should be con- 
tacted periodically and offered a review 
of his plans 

11. We must know our job, and believe in 

our service 


Then the answer is: go out and get it! 


Jersey Bank Failure Is F.D.1.C’s. 
Greatest Loss 


The New Jersey Title Guarantee and 
Trust Company with deposits of approx- 
imately $21,700,000 closed its doors on 
February 14. It-is the largest member 
bank of the F. D. I. C. to close to date. 
About 75% of the deposits are guaran- 
teed, with approximately 400 accounts 
over the $5000 limit. 


The bank was the second largest in 
New Jersey. 


A quiet run on the bank for three days: 
previous to its closing resulted in the 
withdrawal of $2,179,280. These with- 
drawals indicated that a number of large 
depositors were aware of the institu- 
tion’s difficulties. Banking authorities 
stated: “There is no indication that the 
law has been violated in any way by any 
officers of the bank.” They also said that 
there were a number of persons, includ- 
ing employees of the bank and govern- 
ment agencies who were aware that the 
bank was short of cash, “and there is 
bound to be some discussion.” 








DYNAMIC INVESTMENT TRENDS | 
The Outlook for Public Utilities 








HERBERT B. DORAU 
Chairman, Department of Public Utilities, School of Commerce, New York University 


Last month we presented a survey of the technological developments affecting 
electric public utilities and a study of the excellent record made by public utility 
operating company preferred stocks in recent years. In this issue attention is 
devoted to the economic and political factors affecting the industry. Dr. Dorau, 
author of several volumes on public utilities and well known consultant, empha- 
sizes that economic factors cannot become fully effective because of political con- 
siderations. The effects of new industrial and domestic appliances upon utility 
earnings are indicated. Dr. Dorau expresses less optimism concerning the manu- 
factured gas industry than he does for electric utilities. Mr. White takes an 
optimistic view of the outlook for political developments. He sees a moderation 
of government competition indicated by recent developments in the T. V. A. area. 
The increasing tax load is viewed as an important unfavorable factor. An an- 
alysis of electric appliances discloses that wide markets still exist and hence that 
the outlook for market expansion in electric power production is very favorable.— 
Editorial Note. 


O industrial group is subject to 
more diverse influences and for no 


The tendency of the analyst is to view 
with greatest interest and concern those 


industrial group is it more difficult to 
evaluate the significance of the long 
term factors affecting an investment at- 
titude than for the public utility indus- 
tries. The factors necessarily consid- 
ered are so diverse that ‘one qualified 
to deal with a given segment is prob- 
ably in no position to evaluate others. 


aspects with which he is probably most 
familiar. On the other hand, it might 
be the better part of wisdom to be most 
concerned about those aspects which are 
outside one’s special precinct or field of 
accomplishment. 

It is barely possible that the appro- 
priate weight and consideration to be 
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given to political factors influencing the 
utility industries are so large that any 
evaluation of economic fundamentals at 
the present time is almost useless. It is 
doubtful whether or not the economic 
and industrial analyst is prepared to 
evaluate or pass judgment on political 
trends. What is needed is an expert in 
forecasting public psychology and poli- 
tical tactics. The economic forecaster 
appropriately feels quite futile and hes- 
itant in the face of the probability that 
the future of the public utility industries 
is probably largely determined in the 
realm of political action and evolution. 

All the refinements of statistical, fin- 
ancial, economic, and even technological 
approaches will probably prove so sub- 
sidiary to a few fundamentals in the 
changing political scene as to merit little 
intensive consideration. In the writer’s 
opinion, the future of the public utility 
industries is not in the realm of econ- 
omics, but in the field of politics, in 
which he professes no special capacity. 

Not only do political factors appear 
to dominate the future of these indus- 
tries, but even the subsidiary economic 
problems are conditioned largely by poli- 
tical action or the threat of political ac- 
tion. Thus, the future cost of the ser- 
vice will be most significantly influenced 
by the politically determined value of 
the dollar, politically imposed taxes, and 
politically established or supported wage 
rate levels. Turning from cost to rev- 
enue, we are again faced with the fact 
that what business enterprise can do to 
improve revenue is greatly outweighed 
by potential action in fixing rate levels 
or imposing uneconomic rigidity on rate 
forms and differentials. 


No Single Answer To Problem 


HE problems of envisioning the fu- 

ture of investments in the public 
utility industries is more complex be- 
cause of the fact that in many respects 
they are dissimilar. Certainly the fun- 
damentals affecting the future of the 
gas industry are not the same as those 
influencing the electric industry. Each 
is made up of many units differing great- 
ly with the nature of the market served 
and the general area in which the given 


enterprise is located. Some factors are 
of significance for the industry as a 
whole; others are important only in cer- 
tain areas or apply only to specific un- 
dertakings. Even such overall factors 
as the nature of future political policies 
or the economic consequences of past 
political procedures are of different sig- 
nificance in the various sections of the 
country. The long term analyst must 
appraise the apparent threats in terms 
of their relative importance in given 
areas or states and then determine the 
vulnerability of particular enterprises. 

For example, the gas business is in- 
fluenced by substantially everything that 
affects. the electric industry, even 
though only indirectly ; but economic con- 
ditions affecting the future of the gas 
industry in one section are quite differ- 
ent from those influencing another. The 
necessary differentiation, however, does 
not end there. The future of a gas utility 
enterprise restricted by franchise to the 
political boundaries of a large city, fac- 
ing a market characterized by relatively 
impoverished conditions on the one hand 
or the apartment house mode of living 
on the other, is obviously different from 
that of an enterprise controlling reas- 
onably compact, relatively high income, 
growing, suburban territory character- 
ized by the single family dwelling. 

Likewise, in the electric industry the 
significance of political factors may be 
one thing in New England and another 
in the Tennessee Valley. The position 
of an electric utility which has twenty- 
six per cent minimum bill customers may 
be very different from that of an enter- 
prise located in a territory where the 
political threat is greater but the econ- 
omic opportunity, as such, distinctly 
more attractive. The difficulty of ap- 
propriately weighting the great multi- 
plicity of facts, themselves of highly var- 
iable possible significance from section 
to section and enterprise to enterprise, 
gives the general approach a limited use- 
fulness. 

On the other hand, the opportunity 
for the informed analyst arises out of 
this very diversity of circumstance and 
condition. The relatively uninformed 
public is disposed to judge the particular 
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on the basis of the general; when it 
favors utility investments, it does so 
with an enthusiasm which endows any 
security so classified with high regard 
and salability. Similarly, when the pub- 
lic attitude becomes unfavorable, the 
good as well as the doubtful suffer in the 
shadow of a general reaction. Only in- 
timate and detailed study of particular 
companies can provide the basis for a 
discerning judgment. 


Prospect for Income Criterion 


T has been suggested that there are 

other than economic considerations 
of fundamental significance for the fu- 
ture of the utility industries. It has 
even been suggested that the economic 
factors may not be of determining sig- 
nificance when the industries are view- 
ed as a group or even as a whole. In 
addition to these two fundamentals, a 
third must be recognized in the form 
of technological changes. Some of these 
changes constitute a threat and some a 
hope for the future of utility enterprise. 
In a sense, however, all the technical and 
all the political and legal considerations 
resolve themselves finally into economic 
considerations. 

Changing technology is only of con- 
cern to us as it affects prospective rev- 
enue and expense. Similarly the law is 
of interest to us as it affects the pros- 
pect for income, that is, as it threatens 
to assure future income or disturb the 
present or future flow of income. His- 
torically, the problems of these indus- 
tries were largely technical, subsequent- 
ly became legal, and then dominantly 
economic. Now there appears a resurg- 
ence of technological and legal threats, 
but our interest in them is because of 
their economic consequences. 

With this much warning as to the lim- 
ited significance and possible futility of 
a general analysis of specific factors 
which may influence these industries, at- 
tention may be directed to some of the 
more interesting trends. But the task 
of determining the significance of these 
trends for a particular company is not 
a simple one. Most of those who as- 
Sume to serve as professional counsel 
in these matters are not too well qual- 


163 


ified, particularly with regard to funda- 
mentals. The investor without extended 
experience and special knowledge is 
helpless. He either gambles or pays a 
high price for securities which at the 
time are by common consent conserva- 
tive. The typical investor is not inno- 


cent—he is, perforce, ignorant. 


Bond Prices and Financial Movements 


IGH grade utility operating com- 
pany bonds are today selling at 
unprecedented prices, owing for the most 
part to a scarcity of bonds eligible for 
institutional investment. Several fac- 
tors have contributed to this scarcity: 


1. The control over long term and 
short term money rates exercised by the 
Treasury and the Federal Reserve Board. 

2. The relatively sudden: loss of eligi- 
bility of a tremendous volume of rail- 
road bonds. 

3. The inability or unwillingness on 
the part of industry in general, and the 
utilities in particular, to engage in a 
program of expansion requiring new fin- 
ancing, due largely to the inability of 
the utilities to raise equity capital, mak- 
ing further borrowing inadvisable if not 
impossible. 

High grade utility bond financing of 
recent years has been dominantly refund- 
ing. In 1938 electric utility financing 
amounted to $962,000,000, of which 
$941,400,000 was in bonds and deben- 
tures, and only $21,000,000 in common 
and preferred stocks. Moreover, only 
$121,000,000 represented new capital, 
while $841,000,000 constituted refunding. 
In 1934 only $2,431,000 of new capital 
was raised for the industry, and in 1937 
only $82,000,000. 

Even high grade utility preferred 
stock prices have reflected this abnormal 
scarcity of investment opportunity for 
institutions limited by legal require- 
ments!. A broad movement toward re- 
financing this class of securities appears 
to be gaining headway. 

The private investors having little 
basis for discrimination compete with 
institutions for the very high grade, low 


1. See Jules Backman, “Preferred Stocks As Trust 
Investments,” Trusts and Estates, January 1939, pp. 
85-89. 
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yield securities. Should the artificially 
created circumstances responsible for 
these conditions be lifted, the effect on 
these securities is not difficult to foresee. 


The price earnings ratios at which 
utility operating company equities are 
now selling appear to have considerable 
leeway for expansion, assuming a relax- 
ing of political pressure. Equities which 
four to five years ago sold at twenty to 
twenty-five times earnings, are now sell- 
ing at ratios between thirteen and sev- 
enteen times earnings. In comparing 
price earnings ratios, the investor must 
of course keep clearly in mind not only 
the political factors discussed, but the 
economic factors. 


Holding Company Securities 


HE outlook for holding company 

securities, in addition to being con- 
ditioned by the many factors affecting 
the underlying equities, is largely de- 
pendent on the holding company’s status 
under the Public Utility Act of 1935. 
Some companies have found the pro- 
visions of this Act with respect to 
corporate simplification relatively easy 
to meet and have already accomplished 
a substantial portion of their program. 


A few should experience little diffi- 
culty in meeting the letter if not the 
‘spirit of the Act with respect to terri- 
torial integration. Others of course 
have found corporate simplification dif- 
ficult to achieve largely because of their 
inability to obtain equity financing. The 
S.E.C. to date has been relatively lenient 
in the use of its powers under this Act 
and appears willing to avoid causing 
great immediate hardships. Just how 
far the S.E.C. will be willing to stretch 
the territorial integration provisions of 
the Act has not as yet been indicated. 


Utility Securities and Inflation 


URING the early stages of inflation, 

while the investor is still earnings- 
conscious, utility securities will be at 
a distinct disadvantage. During the ini- 
tial period of inflation the industry is 
likely to be severely squeezed by rapidly 
rising operating costs and relatively 
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inflexible rates for its services. Hydro- 
electric properties, and to some extent 
natural gas companies which produce a 
substantial portion of their gas require- 
ments, will be less affected. 


When and if a period of violent in- 
flation arrives, it can be expected that 
regulatory control of the price of utility 
services will become highly elastic if 
it does not give way altogether, but 
only probably after a period of great 
uncertainty and possibly heavy losses. 


Non-callable bonds, it may be ex- 
pected, will be bid to premiums which 
will represent the degree of loss which 
the investor is willing to take to be 
assured of capital when stability re- 
turns. Such bonds are relatively scarce 
and those which are adequately protect- 
ed today are selling at very high 
premiums. 


During any stage of inflation any 
other than non-callable bonds are held 
at great risk. Prices of all of them will 
tend to stabilize around their respective 
call prices, but the purchasing power 
of the interest coupons, as well as the 
principal which they represent, will 
rapidly diminish and in a violent infla- 
tion may fall to nominal values. 


Utility Securities and the Threat of War 


HE position of the utility industry 

as well as that of any other industry 
in time of war is almost wholly a mat- 
ter of conjecture. If the United States 
becomes involved in a war, it may be 
expected that the government. will 
assume dictatorial powers over the 
utility industry, if it does not in fact 
take it over completely as it did the 
railroads during the World War. In either 
event the industry will be expected to 
subordinate all other service to the sup- 
plying of power for industrial purposes. 
If the government takes over the indus- 
try, speculation will be largely a ques- 
tion of whether or not the government 
will return the property at the conclu- 
sion of the war; if so, in what condition; 
if not, at what compensation. In any 
case wartime inflation and post war 
deflation are investment hazards. 
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Factors Affecting Gross Revenues 


NCOME is the difference between 
I revenue and expense. In the utility 
industries revenue is fixed by public 
authority and expenses at the going rate 
which utility enterprise has to pay for 
labor and materials in competition with 
enterprises free to obtain competitive 
prices for their product or service. 
Revenue is determined by the volume 
of sales at the rates permitted by public 
authority. When a market has been sub- 
stantially exploited, revenue is largely 
dependent on the rates permitted. 

Rate reductions in the electric indus- 
try for 1938 were fewer than in 1937. 
This is encouraging in view of rising 
utility costs and the falling industrial 
load which characterized the greater 
part of the year. The era of heavy 
slashing of rates, without careful con- 
sideration of the economic factors in- 
volved, may be ending, but consumers 
soon forget and politicians must have 
some cause to foment. 


Rate Reductions 


Some indications that the heavy period 
of utility rate slashing is past is found 
in the following data for rate reductions: 

1936—$31,600,000 
1937— 48,700,000 
1938— 16,100,000 

“A slowing up in rate reductions is not 
only indicated here but is in line with 
what might reasonably be expected. Cer- 
tainly it is not going to be possible to 
continue to increase expenses, pay higher 
taxes and at the same time lower rates. 
In fact, it would not be surprising short- 
ly to learn of utilities seeking relief 
through higher rates.”—Electrical World, 
Jan, 14, 1939, p. 88. 


The investor has taken one of two 
positions with respect to rate reduc- 
tions. Either he ignored them in the 
belief that sooner or later rate reduc- 
tions automatically generate sufficient 
added business so that net income is 
unaffected, or in less sanguine mood he 
deducts the rate reduction from net 
earnings in analyzing the investment 
position of the utility. Both attitudes 
are unrealistic but, for the investor, 
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unless a survey of the company’s market 
is available, the latter course is the only 
one to take. It is well known that rate 
reductions do not bring compensatory 
increases in revenue and that though 
they may have at one level there is no 
assurance that the relation will con- 
tinue. Rates will reach, and in some 
markets have reached, the level from 
which further reductions will not yield 
compensatory increases in revenue. 

Faced with the necessity of making 
rate reductions, frequently under pres- 
sure, the utilities have over the past few 
years learned much about the economic 
behavior of their many classes of cus- 
tomers. If politicial pressure on reg- 
ulatory agencies is relaxed, it may be 
anticipated that in reducing rates over 
the next few years, commissions will 
give more consideration to the poten- 
tialities of the market in determining 
where and how the reductions are to be 
applied than to the hue and cry of vote- 
catchers. 


Residential Electric Revenues 


HE recent swings of the business 

cycle have demonstrated the great 
stability of the residential electric 
revenues. In only one year, 1932, has 
this class of business failed to show a 
gain over the previous year. Yet it is 
dangerous to place too great a reliance 
on this class of customers. Analysis of 
residential customers by amounts of 
consumption frequently indicates that 
a surprisingly large number are min-. 
imum or near-minimum bill consumers, 
served at a known loss. Yet it is for 
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the benefit of these customers that rate 
reductions are sought. Some manage- 
ments are reconciled more or less to the 
idea that the cost of utility services to 
the smallest consumers must be social- 
ized, i.e. carried by more willing even 
if less able customers. In large cities 
the smallest consumers are not neces- 
sarily the poor but the moderately well- 
to-do small apartment dwellers. 

It will be helpful to eliminate some 
of the misunderstandings as to the re- 
lation of rates to revenue by noting 
what the causes of rising revenue 
actually were. In the first place the 
number of electric customers has grown 
rapidly during the last twenty odd 
years, but the rate of growth since 1930 
has, naturally enough, been retarded. 
During the depression there is a tend- 
ency to consolidate living establish- 
ments. Sales of household electric ap- 


pliances experienced a sharp drop dur- 
ing 1938, but it appears reasonable to 
expect a pick-up in the near future. 


Electrical Appliances and Consumption 
of Electricity 


HE sale of all electric appliances 
does not affect the electric com- 
pany’s earnings uniformly or even in 
proportion to their current consump- 
tion. The electric refrigerator is one 
of the most profitable appliances for the 
utility from a load building point of 
view because of its continuous use. But 
the saturation of electric refrigerators 
is already fairly high, and the current 
consumption of the new and improved 
refrigerators is lower. Thus replace- 
ments may reduce rather than increase 
the load. The load building results of 
“Better Light—Better Sight” campaigns 
are cancelled in part by the great ef- 
ficiency of the newer lamps. 
Cooking—Much has been heard of the 
invasion of the electric companies into 
the cooking field. If the cooking habits 
of our grandmothers prevailed today 
this would be a more profitable market. 
Under modern conditions of living the 
kitchen range is used only for a few 
hours a day and remains partially or 
entirely idle for the balance of the day. 
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In many communities people do what 
cooking they do in the late afternoon 
or early evening when an electric utility 
is meeting its industrial power and com- 
mercial lighting peaks. In order to over- 
come the effect of the poor load factor 
of the cooking equipment, some electric 
companies have sought to balance cook- 
ing demand with water heaters limited 
to off-peak hours of use. This may re- 
sult in new peak loads on residential 
substations which entail heavy invest- 
ment in additional distribution facil- 
ities. 

Television—Among the possible new 
sources of residential business, tele- 
vision and residential air conditioning 
are prominently mentioned. Television 
will not be an unmixed blessing to the 
electric industries. It is expected that 
receiving units will have a rating of 500 
watts or more, perhaps as high as 1000 
watts. Television broadcast, at least 
in the earlier stage of development, will 
be hardly more than a few hours a day. 
Thus a large portion of the television 
receivers will be operated simultaneous- 
ly. Such a load will probably not pro- 
vide an attractive revenue in comparison 
to the additional distribution capacity 
it may entail. 

Air Conditioning — Residential air 
conditioning, however, should be a much 
more profitable load since most of it 
will come in the summer when the elec- 
tric utilities are normally experiencing 
their seasonal low. We shall have oc- 
casion to observe, however, in connec- 
tion with the commercial air condition- 
ing the unexpected appearance of 
summer peaks. 

Fluorescent Lamp—One other develop- 
ment in connection with the residential 
consumer is worth mentioning—the ap- 
pearance of the fluorescent lamp. Until 
now this lighting medium has been con- 
fined almost entirely to decorative 
lighting in the commercial field because 
it entails the use of long tubes similar 
to those required for neon lights. How- 
ever, it is quite possible that this form 
of lighting will be adapted to modern 
homes. The fluorescent lamp gives four 
to five times as much light per watt as 











the present incandescent lamp and, if 
it becomes popular for residential light- 
ing, will work a dual hardship on the 
utilities. 

In the first place, it will limit the 
growth of the lighting load, if it does 
not actually reduce it. In the second 
place, it has poor “power factor,” that 
is, the electric companies’ generators 
must waste energy in serving that load. 
The principal barrier to wider use has 
been a high installation cost per unit 
and the long tubing required. The 
former is coming down; the trend to- 
ward indirect lighting along the cor- 
nices of rooms may overcome the latter. 


The Commercial Customer 


HE commercial load, as a rule, has 
T tn the most profitable for the 
electric utilities. The commercial cus- 
tomer has not received the political 
solicitude that the residential customer 
has received, nor does he have the al- 
ternative of the industrial customer. 
Thus in many instances he has become 
the “forgotten man” of the industry. It 
may be observed, however, that in 1938 
commercial customers received more 
than their proportionate share of rate 
reductions. Revenue from this class of 
business may in many instances be vul- 
nerable, but the commercial consumer 
has missed his best opportunity for rate 
reductions since some of his share over 
the past two or three years may well 
have gone to residential consumers. 


It is almost impossible to foresee what 
new uses for electricity this class of 
customers will develop. In addition to 
extensive conversions to fluorescent 
lighting, he has gone in for refriger- 
ation and air conditioning. The com- 
mercial air conditioning load, which 
some utilities vigorously pushed at low 
rates, has in some cases resulted in un- 
expected substantial summer peaks in 
sections of the distribution system 
which have severely taxed capacity. 
This entails greater fixed capital ex- 
penditures and the larger financial 
charges that go with them. The prac- 
tical threat of “package power” may 
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well be in certain types of com- 
mercial establishments using substan- 
tial amounts of electricity over long 
hours. 

Heavy industry has continued to find 
means of using electricity for more and 
more of its processes. This means that 
the electric utility has in turn placed 
increasing dependence on the industrial 
load. During 1938 many electric and 
natural gas companies suffered signif- 
icantly when industrial companies were 
forced to curtail their activity mater- 
ially. At the present time, however, the 
industrial load has recovered somewhat 
and shows promise of further advance. 
The investor will probably find it ad- 
vantageous at the present time to select 
utilities which serve industrial cus- 
tomers whose loads, previously depress- 
ed, show promise of substantial in- 
crease. This is, however, a short term 
rather than a long term consideration. 


Industrial Appliances and the Diesel 


OR the longer term new industrial 

uses for electricity may be expected, 
but there are several off-setting fac- 
tors. Industrial appliances, like do- 
mestic appliances, are becoming more 
efficient and thus accomplish a given 
task with less electricity. Then, too, 
the industrial user is constantly striving 
for lower costs, and if a cheaper method 
of doing a task arises, the electric com- 
pany has the choice of meeting that 
price or foregoing a load which it may 
have entailed substantial capital ex- 
penditure to serve. 
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Few electric utilities can afford to 
have an overwhelming proportion of in- 
dustrial business. The risks inherent 
in fluctuations are greater, industries 
flourish and decline or move away. It 
should at all times be kept in mind that 
the economic basis for central station 
electric service is the possibility of a 
balanced load and the economies of a 
higher average utilization of the fixed 
capital. The various uses for elec- 
tricity must develop hand in hand. 


From this point of view the Diesel 
engine presents a_ serious. potential 
threat to certain types of load. The 
Diesel is particularly efficient for part- 
time loads. It is also adaptable for office 
and apartment building use in combin- 
ation with steam-driven equipment. In 
winter the steam equipment is operated 
with surplus steam from the heating 
plant. The market for the Diesel in 
private electric production is, however, 
probably not as great as many of its 
advocates claim. 


Outlook for Manufactured Gas 


NTEREST in the future of utility 

industries is often primarily interest 
in the future of the electric industry. 
The gas industry, however, affords op- 
portunities for careful study and anal- 
ysis. Its situation may prove to have 
been more critical than that of the elec- 
tric utility. Residential consumption of 
gas is primarily for cooking, and in this 
market gas is still prominent. 


But people’s living habits have under- 
gone and are undergoing marked change. 
Canned goods and the products of com- 
mercial bakers have been substituted for 
long cooking processes in the home. Fur- 
thermore, in urban communities the 
practice of “eating out” seems to be be- 
coming increasingly prevalent. The gas 
companies have recovered a part of this 
load in the growth of commercial cook- 
ing, but in the main this involves the sub- 
stitution of low-priced for high-priced 
gas. 

On the other hand, some progress has 
‘been made in the field of gas refrigera- 
tion, and gas space heating is assuming 
importance. House heating may indeed 
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be the important market of the future. 
The changes do not promise to be des- 
tructively rapid. New styles and types 
of houses in certain sections of the coun- 
try represent the best market for house 
heating. 

Many natural gas companies have de- 
veloped important industrial loads which 
have for the most part displayed the 
same characteristics as the electric in- 
dustrial load. 


A characteristic of gas revenues that 
deserves special mention is their depend- 
ence on temperature. Not only does the 
temperature affect the space heating load, 
but it appears to affect the cooking load. 
People just avoid cooking in hot weather, 
and on cold mornings they may leave 
their oven doors open as an emergency 
space heater. The investor must make 
allowance, in comparing earning figures 
of gas companies, for variations in 
weather conditions between accounting 
periods. 


The technical measure used is the “De- 
gree Day Deficiency”’—the number of 
degrees that the mean temperature for 
each day falls below 65° Fahrenheit. 
Generally speaking, the heating season 
of 1936-1937 was extremely cold, 1937- 
1938 somewhat less so, and the first half 
of this season distinctly warm. An in- 
crease in gas consumption and revenue, 
during the January 1939 cold snap, may 
thus mean only that the “Degree Day 
Deficiency” has been greater during the 
period. 


Factors Affecting Utility Operating and 
Financial Costs 


PERATING expenses, excluding de- 
preciation and taxes, for the pri- 
vate electric light and power industry 
are estimated at $772,000,000 for 1938, 
a decline of $3,000,000 from the prelimin- 
ary figures for 1937. Gross revenue 
($2,048,000,000), however, declined 
$7,000,000. In addition, taxes increased 
$8,000,000 and provision for depreciation 
$3,000,000. Thus total operating expen- 
ses of $1,328,000,000 including deprecia- 
tion and taxes represented an increase 
of $8,000,000 in a year of declining rev- 
enue. 
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Operating expenses have been rising 
since 1932. While a substantial portion 
of the increase can be attributed to in- 
creased business, still another substan- 
tial portion must be attributed to the 
rising unit costs of labor and materials. 
This trend as yet has shown no disposi- 
tion to reverse, nor can it be expected 
to do so under present conditions. 


The tax bill has mounted steadily, and 
is taking an ever-increasing proportion 
of gross revenues. For some companies 
nearly 20 cents of the consumer’s dollar 
is collected for taxes. For the industry 
as a whole 16.7 cents out of the dollar 
of revenue is for the support of the gov- 
ernment. The government takes almost 
as much in taxes as employees get in 
wages in the electric industry. 


“Tax Commissioner Walter Stokes, Jr. 
of Tennessee in a report to Governor 
Browning described Tennessee’s financial 
situation as “critical” and predicted a de- 
crease of $1,750,000 in collections during 
the next two fiscal years. Mr. Stokes 
said that the decline in collections would 
result from the loss of substantial reven- 
ue from utilities through transfer to 
municipal ownership and a non-recurring 
single inheritance tax collection in 1938- 
39. He said that the State will suffer a 
loss of $138,000 in gross receipts taxes 
formerly collected from electric utilities 
now owned by cities and that an addi- 
tional loss of $700,000 will be sustained 
if those utilities now in negotiation for 
transfer are consummated. It was point- 
ed out that counties will lose approxi- 
mately $2,000,000 in revenue from the 
decrease in property assessments result- 
ing from the transfer of utility proper- 
ties."—D. W. Ellsworth in The Annalist, 
Feb. 8, 1939. 


Technological Developments 


S a valiant offset to the rising trend 
of unit costs of materials and labor 
the utilities may have made and are mak- 


ing technological progress”. A few of 
these developments may be of interest 
from an investment point of view. 


2. See H. C. Forbes, “The Electric Utility Outlook 
as Affected by Technological Factors,” Trusts and 
Estates, January 1939, pp. 72-78. 


SPECIALISTS IN 


AUCTIONS 


OF ANTIQUES. ART, 
JEWELRY, LIBRARIES, Etc. 


Trust officers have long recognized our 
fine facilities and location for the dis- 
persal of estate properties, and our 
special department for appraisals and 
inventories. Your inquiry is invited. 


E. P. and W. H. O Reilly, Auctioneers 


LAZA 


P,+ GALLERIES, Inc. 


9-13 EAST 59th STREET, NEW YORK 
ESTABLISHED 1916 


Member of Antique & Decorative Arts League 


In the field of electric power genera- 
tion, a considerable economy at the ex- 
pense of but little efficiency has been se- 
cured by the installation of boilers cap- 
able of using more than one type of fuel. 
In this manner some utilities are in a 
position to take advantage of fluctuations 
in the price of coal, natural gas, and oil. 
Further economy and efficiency have 
been secured by generating at higher 
pressures. The high-pressure “topping 
turbine” promises considerable saving. 

Until the present political administra- 
tion began making its anti-utility bias 
effective, considerable advance in the 
technique of “power pooling” had been 
made. This device, in addition to pro- 
viding the advantages of diversified 
peaks, permitted more economic and ef- 
ficient installation of generating equip- 
ment. Power pooling and interchange 
were retarded by the desire on the part 
of the utilities to avoid being classified as 
engaged in interstate commerce. Recent 


court decisions have tended to convince 
(Continued on page 240) 
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Continuous Education 
Why We Send Our Officers to the Graduate School of Banking 


RAYMOND N. BALL 
President, Lincoln-Alliance Bank and Trust Company, Rochester, New York 


N April 1935 one of our officers heard 
that the American Bankers Associa- 
tion had decided to open a Graduate 
School of Banking at Rutgers Univer- 
sity. He wrote to Dr. Harold Stonier, the 
Director, and requested a catalogue. 

When the catalogue arrived this of- 
ficer showed it to me and stated that, 
since the school was to have such able 
men as Dr. Austin W. Scott and Gilbert 
T. Stephenson conducting courses, it 
looked like an interesting experiment in 
adult education. He was asked the time 
and cost involved and if he wished to 
attend. Upon receiving an affirmative 
reply, I authorized him to apply for the 
Trust course as a major and the Invest- 
ment course as a minor. 

A day or two later the thought of 
this new Graduate School of Banking 
came back to me. Perhaps our institu- 
tion should send some banking officers. 
The catalog was carefully reviewed. 
Here seemed an opportunity which 
banks should embrace. Could we afford 
to send two or three men? 

The more the matter was considered, 
the more evident it appeared that we 
could not afford to overlook this op- 
portunity. If the course should prove 
all that a reading of the catalogue 
promised, we had better send senior 
officers the first year. So we selected 
three vice-presidents, two of whom were 
department heads and the third of 
whom headed up an important phase 
of our bank work. 


Seeing It in Operation 


LL three officers, within one week 

after their arrival, wrote enthu- 
Siastic accounts of the courses, the in- 
structors, the special lectures and their 
fellow students. 


It sounded like a success, but seeing 
is believing. I dropped in at the school 
that first year and saw it in session, 
attended classes and large group meet- 
ings. Two hundred men enjoying their 
experience fully made an unforgettable 
impression. 

Two years later I attended the grad- 
uation exercises when these officers of 
our bank received their diplomas. Their 
interest in the school has been intense 
and lasting. One went back to Rutgers 
in 1938 to lecture on certain phases of 
credit work, while another sat on the 
oral examining panels. 

As an indication of the attitude of 
our directors toward the Graduate 
School of Banking, we sent an assistant 
vice-president to the school in 1937 and 
last year followed up by sending an 
assistant trust officer and another as- 
sistant vice-president. Their reaction 
to the school seemed quite similar. 

Has the time and money expended for 
this purpose proved profitable? With- 
out any hesitation the answer is an 
emphatic “yes.” Four basic reasons 
prompt this answer. 


Contacting Men and Ideas 


HE courses on Bank Credits, Trust 

Law, Trust Business, Investments 
and Economics, through lectures and 
discussions, have imparted much valu- 
able information to these officers and 
they in turn are passing it on to their 
assistants. The cross currents of in- 
formation flowing from top-notch in- 
structors and from hundreds of men 
from almost all states in the Union ob- 
viously have great possibilities in im- 
proving department plans and methods 
of conducting an up-to-date banking 
and trust business. 
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In addition to the resident study, each 
man is assigned problems to which he 
must submit written answers. Before 
graduation he must submit a satisfactory 
thesis. This involves considerable read- 
ing in his particular field. 

Secondly, the contacts between sev- 
eral hundred high-grade bank officers 
and with faculty members open great 
possibilities. Our officers tell me that 
they are constantly in touch with other 
bank and trust men all over the coun- 
try on new phases of their work, such 
as credit policies, new opportunities for 
sound loans, a study of the common 
trust fund, new accounting technique 
and investment problems. 

The institution which feels that it 
can maintain its place without finding 
out how the bank or trust company in 
California, South Carolina or Missouri 
operates will find before long that it has 
missed many good opportunities for im- 
proved service, lowered costs and 
sounder banking. 

The men attending the Graduate 
School of Banking are all interested in 
improving banking conditions. The 
men on the faculty are leaders in their 
respective fields. They give generously 
of their time outside the classroom, both 
during resident study and throughout 
the year. This contact with faculty 
members is one of the great features 
of the Graduate School of Banking. 


A Leaven for Business 


N the third place, this experiment at 
Rutgers University should operate 
as a leaven to the entire banking and 
trust business. The American Insti- 


tute of Banking for many years has 
been conducting a fine educational pro- 
gram, primarily for the younger bank 
employee. The Graduate School of 
Banking goes one step further. It em- 
phasizes the necessity for constant 
study by bank officers, senior and jun- 
ior. It places the acquisition of knowl- 
edge and the spirit of research and 
learning in their proper place. 


It should elevate the standards of 
banking by giving men a broader out- 
look on the banking picture as a whole 
and offering them the opportunity of 
relating this outlook to practical prob- 
lems in various communities. 


But probably the most valuable con- 
tribution of this new school is one de- 
scribed by one of our officers as the 
rejuvenation it produces in the indi- 
vidual thinking processes of the officers 
who attend. The experience of many 


officers, who have attended the Grad- 
uate School of Banking, is that some- 
how the desire to study has been re- 
awakened; the pores of their brain cells 
re-opened and they find it easier to 


discover time to tackle problems which 
need solving or to study new ideas or 
more efficient ways of performing old 
functions. 


The value of the mental discipline 
which must accompany the pursuit of 
a given line of study for a period of 
two years is a real factor. When men 
of an average age of forty years submit 
to the discipline required by the exten- 
sion and research work during the 
months intervening between three resi- 
dent sessions, they, of necessity, must 
strengthen themselves. 


And lastly, there comes great satisfac- 
tion and gain to a man from taking a 
thesis topic, developing it by studying 
the contributary problems, analyzing it 
and finally arriving at some convictions. 

Our directors and officers are enthu- 
siastic about the Graduate School of 
Banking. We are grateful for the op- 
portunity of sending regularly a group 
of our officers to this school, which is 
meeting a great need in the banking 
and trust fraternity. 





Editorial 
Investment Monopoly? 
Effects of Private Placement of Securities 


S if it were not already difficult 

enough to find sufficient high-grade 
securities with fair yields to provide 
properly diversified portfolios for the in- 
vestment of savings and trust funds, ap- 
proximately two billions of dollars of new 
issues have been withdrawn from public 
participation in the last five years, 
through the private placement procedure. 
But of more significance is the fact that, 
according to a recent S. E. C. analysis, 
such sales represented about 31% of 
total new issues in 1938. 

In that year, eighteen issues each ex- 
ceeding $10,000,000 were so placed, and 
included such important issues as the 
$40,000,000 3% debentures of Union Car- 
bide & Carbon; an equal amount of 344% 
first-mortgage bonds of the Goodyear 
Tire & Rubber. The total is about evenly 
divided between utilities and industrials, 
with about 75% of the private placements 
during the five year period withdrawing 
such investments from the general mar- 
ket by refunding. 

The purchasers have been, in the 
majority of cases, such as that of the 
$16,700,000 Port of New York Authority 
issue this year, the large life insurance 
companies. In the largest private sale, 
covering the entire $75,000,000 of deben- 
tures of Socony-Vacuum -Oil Company, 
on July 1, 1937, it was understood that 
the issue would be held by the insurance 
companies for investment and not for 
distribution or resale. 

When the Securities Act of 1933 be- 
came effective the following year, it pro- 
vided the loop-hole for such sales, though 


intended for small local issues, without 
the necessity of registration. The avoid- 
ance of these costs and of the cost of 
various underwriting commissions and 
expenses is a potent factor in favor of 
this new practice, as may be realized 
from the 1937 study of the Securities and 
Exchange Commission showing that 
these amount, on the average, to between 
9.2% for issues under $250,000, and 2.3% 
for issues over 25 millions. 


The effects of this private sale prac- 
tice—whether it has harmful monopo- 
listic tendencies—are being studied by 
the S.E.C. and the Temporary National 
Economic (Monopoly) Commitee, includ- 
ing the aspect of interlocking financial- 
industrial directorates to which it might 
lead. It is obvious that, if the purchas- 
ers are under the necessity of holding 
these long-term issues to maturity, 
there may be a freezing of the portfolios 
and necessity of strong investor control. 


Another trend, which also tends to re- 
strict opportunities for corporate trus- 
teeship, and could sharply curtail trans- 
fer agency and registrarship activities, 
as well as the opportunities for invest- 
ment of fiduciary funds in high-grade 
corporate and even quasi-governmental 
securities, is the substitution of long- 
term bank credits or loans for invest- 
ment issues. For example, the Goodyear 
company’s entire funded debt is em- 
braced by the 40 million issue referred 
to plus a ten million five-year bank credit. 


An interesting angle is the influence of 
insurance companies on the drafting of 
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the basic indenture documents, as was 
brought out recently before the Associa- 
tion of Life Insurance Counsel. It may 


be taken for granted that the S. E. C. 
will give serious consideration to any 
method by which the protection of in- 
vestors is advanced through indenture 
provisions, and while they may be ex- 
pected to originate any needed proposals 


The Title of 


EVERAL of the larger and most 

representative trust institutions 
have recently discontinued the title 
“vice-president” as applied to the head 
of their trust department, in favor of 
the more descriptive one of “trust of- 
ficer.”” The reasons ascribed have much 
merit: that the trust designation has the 
dignity of a most honorable reputation; 
that it is more definite and therefore 
less confusing; and that it further 
marks the distinction which exists be- 
tween the commercial and fiduciary re- 
sponsibility of the institution. 

There has been too much inclination 
on the part of commercial bank man- 
agement to consider—or at least to in- 
dicate in print—the vice-president of 
the trust department as just the head 
of “another” department. As a matter 
of law and a matter of comparative 
responsibility, the bank with a trust 
department is in reality two distinct 
and major divisions under a common 
charter, title, direction and, with cer- 
tain qualifications, capitalization. This 
distinction may easily be lost in the 
shuffle where a bank has from 30 to 70 
vice-presidents. 

In the instances where the trust of- 
ficer is the head of the department, the 
rank is equal to that of the more cus- 
tomary “vice-president and trust offi- 
cer”, and it may well be worth consid- 
ering whether this enlarged significance 
of the trust officer title is not a highly 
desirable connotation to encourage, 
both in the institution and in the public 
mind. 

There is the old saw: What’s In A 
Title? That is too philological for this 
department to answer. But it might be 
appropriate to remark that many pros- 
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growing out of their inquiry in the mat- 
ter, it is earnestly to be hoped that the 
corporate fiduciaries, both in their corpo- 
rate and individual trustee capacities, 
will take a constructive rather than a 
passive part in contributing to the sound 
formulation of policies under any re- 
vised concept of investment protection 
which may be called forth. 


“Trust Officer” 


pects look to see if the trust department 
is considered important enough by the 
bank to be represented on the board of 
directors. And then there is the old cus- 
tom of Promotion by Title, an overly- 
clever and overly-worked method of stav- 
ing off increases in salaries — at least 
until the novelty wears off and it be- 
comes harder to live up to the social 
requirements. 

Other interesting trends in title desig- 
nation of trust executives are also be- 
coming evident. A number of trust in- 
stitutions have designated a personal 
trust officer and a corporate trust offi- 
cer, where both divisions are sizable, 
and many larger banks are now adopt- 
ing the title of Trust Investment Offi- 
cer to indicate to the clientele where 
this responsibility rests. Two or three 
at least have designated Insurance 
Trust Officers as well. 

Perhaps as a result of an easily of- 
fended sense of importance on the part 
of many customers, who go more by the 
title than by the capacity, quite a few 
trust departments have substituted the 
title Associate Trust Officer for Assis- 
tant Trust Officer. This can certainly 
not be construed as misleading, where 
the officer concerned acts in an asso- 
ciate capacity on the accounts, and also 
the policies, and has the advantage of 
overcoming the objection (albeit often 
unreasonable) that the client does not 
want to deal with “assistants.” With- 
out suggesting the glorification of ac- 
tually clerical work by the granting of 
high-sounding titles, it is true that 
where the man can justify it, the dig- 
nity of a good title is a great asset— 
whether in contacting new business or 
old. 
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Lawyer-Trust Company Bill Again 


HAT hardy perennial—the bill to re- 

strict the exercise of trust powers 
by duly chartered corporate fiduciaries— 
has again sprouted; this time in Oregon. 
New York state has become used to the 
annual blossoming of this sort of flora; 
Georgia, the attack on corporate fiducia- 
two years ago; and most of the States 
have at one time or another had public 
exhibitions of some such horticultural 
monstrosity. 

Sometimes, as in New York and 
Georgia, the attack on corporate fiducia- 
ries, via the so-called “lawyers’ bills,” 
has assumed the supposedly subtle form 
of a prohibition against advertising or 
solicitation. In Oregon, the proponents 
of HB 141, 142, 143 and 146 are at least 
realistic; they would deprive all banks 
and trust companies of the right to act 
in any fiduciary capacity. 

Obviously, there are, among the law- 
yer-sponsors, no authorities on constitu- 
tional law. And if any of them are 
aware of the local “initiative and refer- 
endum” they must have forgotten what 
happened in California when the same 
issue was put before the public there. 
Or it may be that, like the appellants 





Easing Curbs on Capital 


“While concentrating attention upon 
the removal of such restrictions so as to 
afford the greatest possible incentive for 
private activity, it would be a mistake 
to withdraw the government’s contribu- 
tion to community buying power, since 
our experience in the last decade has 
proved that government spending is not 
a deterrent but a stimulant to private 
enterprise. 

“The only real limitation upon such a 
policy is available man-power. Since in 
this country material resources and 
money are available in abundance it is 
widely claimed that this policy will lead 
to inflation. This is a matter of proper 
concern and our means to control it 
should be improved. 

“However, a general inflation would 
be evidenced by over-employment and a 


in the recent District of Columbia “prac- 
tice-of-law” case, they are unwilling to 
be guided by the most responsible ex- 
pressions and interpretation of public in- 
terest. 


The subject has been discussed so fully 
and so ably before that a present brief 
would be but repetition, but two thoughts 
might well be emphasized: The public 
will not brook any arbitrary attempts to 
force them into dealings with a certain 
group; their right to free choice must be 
respected. And no institution or group 
has an exclusive prerogative to act as 
fiduciary; that should be determined on 
the basis of who is deemed to have the 
best qualifications and record. 


That there are some mental and moral 
midgets under the banners of both the 
Bar and the Trust Company is unfor- 
tunately true. It is doubtless the “luna- 
tic fringe” which foments ill-feeling and 
injurious action by placing selfish, pecun- 
iary interests ahead of every other, in- 
cluding the good of their own profession 
or business, to the great embarrassment 
and disadvantage of their own fra- 
ternity, before the great Bar of Public 
Opinion. 


general rise in costs and we are far from 
such a development. 


“Essentially, the fundamental domes- 
tic problem is the maintenance of a bal- 
anced relationship between the accumla- 
tion of funds seeking new investment on 
the one hand and effective consumer pur- 
chasing power on the other; only with 
such a balance, coupled with an adequate 
flow of money through the economy, can 
we attain a continuous and increasing 
production of real wealth. 


“The maintenance of effective con- 
sumer purchasing power tends not only 
to sustain existing investment, but also 
to provide profitable outlets for new in- 
vestment.” 


Marriner S. Eccles, Chm. Board of Gov- 
ernors of Federal Reserve System. From 
address of Feb. 20th. 
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work has well qualified The Northern Trust Company 
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Affected With the Public Interest 


Highlights of the 20th Annual Mid-Winter Conference of the 
Trust Division, American Bankers Assn. 


F any one theme or undercurrent 

definitely permeated the 20th annual 
Mid-Winter Trust Conference and the 
more than 700 registered delegates, it 
was the recognition of how vitally the 
trust business is affected with the pub- 
lic interest. This transition of empha- 
sis from the introspection which mark- 
ed the earlier days, was cited by Judge 
Thomas Hennings of St. Louis who at- 
tended the first trust convention in 
1919 in remarking its feature of statis- 
tical charts and reports on growth, as 
compared with the present concern over 
social and economic problems. 

The same thread ran through the dis- 
cussion of almost every other phase of 
trusteeship, clear evidence that we can 
no longer “live alone and like it’, 
though just what practical actions 
could be taken to exert a definite in- 
fluence were not always forthcoming. 
However, the prevailing attitude of 
viewing problems in a mutual rather 
than a competitive light was a step in 
the right direction: that of coordinated 
action. 

On the other hand, there was a note 
of potential discouragement—the first 
tell-tale symptom of complaisant resig- 
nation to those external 
forces which have hammer- 
ed down new business and 
profits, while piling on ex- 
tra responsibilities. To this 
Supine reaction Samuel 
Waugh, in his address as 
President of the Trust Div- 
ision, made good answer: 
“Should we not adopt the 
philosophy that, in part, 
our very existence literally 
depends upon the problems 
of others ... and that our 
worth is in almost direct 
proportion to our ability to 
solve difficult problems?” 


SAMUEL C. WAUGH 


Security for Property 


EFERRING to foreign attacks on 

our form of government, to the 
mounting national debt with its shadow 
—inflation, as hurdles in the path of 
property management, Mr. Waugh 
stressed the value of active local fidu-- 
ciary associations, and of the “Trust 
Discussion Groups” formed by A. I. B. 
graduates on the Pacific Coast and in 
New York. Paying tribute to the pres- 
ent need for experienced counsel, and 
admitting the plethora of organizations, 
he urged encouragement of such joint 
studies by junior officials, in the convic- 
tion that “this fresh approach, un- 
shackled by precedent, might well de- 
velop many worthwhile contributions.” 


“Savings banks and trust institu- 
tions have common objectives as stew- 
ards of security’, stated Philip Benson, 
president of the American Bankers As- 
sociation, in his address, and should 
zealously guard the economic and poli- 
tical system which encourages millions 
of people to provide security by their 
own efforts and protects the individual 
in the ownership of property.” Both 
institutions, he pointed out, are per- 

forming a public service by 

developing and conserving 
the savings from which the 
tools for wealth creation 
are furnished and useful 
employment made possible. 
Speaking of the social as 
well as individual value of 
skilled investment manage- 
ment, he remarked the 
simpler administration 
’ possible in savings banks 
through pooling in one 
fund, and said he antici- 
pated few important addi- 
tions to the local legal list 
except some government 
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bonds in the near future, to replace the 
prospective further deletion of two bil- 
lions of railroad bonds. To protect rail- 
road earnings, because of the import- 
ance to the nation’s business and national 
defense, he suggested allowance of debt 
reduction from excess earnings in good 
times, consolidations, regulation of com- 
petition, and possibly rate increases. 

As to mortgages, he recommended the 
slogan “No more unamortized mort- 
gages” though admitting the greater 
ease of handling through investment in 
one fund, and favored the F. H. A. in- 
sured mortgage as basically sound and 
marketable. 


Organized Politics—Disorganized 
Scapegoats 


HE old political trick of using finan- 

cial interests as scapegoats and to 
distract attention from the failure of 
economic panaceas was strikingly illus- 
trated by R. P. Jellett of the Royal 
Trust Company of Montreal, Canada, 
in his forthright reference to the Al- 
berta experiment as “a world high in 
fantastic impracticability based upon 
so-called social credit.” 


He told how, not content with burden- 
ing investors with moratoria, debt ad- 
justments and granting of prior liens 
for relief expenses, the proponents had 
heaped abuse on the financial institu- 
tions. His excellent address, replete 
with practical information on profitable 
and unprofitable types of business, is 
reprinted substantially in this issue, 
and indicates another phase of the in- 
terrelation between political philosophy 
and investment conservation. 

That this relationship is a matter of 
far greater importance than probably 
any other factor affecting the trust bus- 
iness was also brought out strongly by 
Roger Hull in his remarks (quoted else- 
where in this issue) to the effect that, 
like the life insurance companies, trust 
institutions cannot afford to dilute 
their energies with petty differences but 
must help preserve the system of free 
enterprise and private property by 
maintaining for the majority of indivi- 
duals the savings which they have ac- 
quired under that system. 
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“Debts piled up, deficits indefinitely 
repeated, lead to national bankruptcy 
as surely as to individual bankruptcy”, 
stated Frank J. Hogan, President of the 
American Bar Association, in his ad- 
dress before the 28th annual trust ban- 
quet. Emphasizing the close connection 
between the soundness of a nation’s fi- 
nance and the maintenance of its civil 
liberties, he said that a breakdown 
would be the result, not from necessity, 
but from neglect and mismanagement. 

While clearly portraying the value of 
examination procedure to trust adminis- 
tration, Leo Paulger of the Federal Re- 
serve System pointed out that these 
were designed in the public interest by 
assuring sounder financial institutions 
and constantly improving efficiency of 
services. 

A Program of Action 


OMING to the question of what ac- 

tion trust men could effectively 
take, a few highly pertinent sugges- 
tions were made. Ralph Spotts sound- 
ed one of the most constructive notes 
of the conference in presenting a clear- 
cut case for substituting action for in- 
action in the maintenance of capable 
corporate management, through voting 
of trusteed stock, based largely on the 
knowledge available through trust in- 
vestment research facilities. His ad- 
dress is reported in this issue. 

One of the most powerful—and neg- 
lected—potential allies of the trust bus- 
iness, the news story, at last found a 
berth on the conference program. James 
McGuigan, in a most practical and 
stimulating discussion, illustrated the 
“power of the press” not merely to in- 
dividual institutions, but to the crea- 
tion of public good-will and prospect 
interest, and showed a knowledge of 
What is News that must be far better 
understood if the trust business is to be 
placed in the proper light before the 
reading public, either to extend the 
trust idea or as a defense against an- 
tagonistic legislation or economic pana- 
ceas. 

A highly desirable sign of the times 
was evident in the address of Ralph 
Eastman in which he stressed the abso- 
lute necessity of having a thoroughly 
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qualified trust department as prerequis- 
ite to any invitation to use its services. 


Administrative Matters 


HIS theme was further developed 

in the symposium on relations be- 
tween bank presidents, directors and 
trust executives, where, aside from the 
fact that few directors or bank presi- 
dents were within earshot, much-needed 
emphasis was given to the building and 
training of expert personnel and under- 
studies. Several applications of gener- 
al business practice to trusteeship were 
excellently taken, and some well-de- 
served charges were loosed at those 
members of the banks’ management 
who have neither the consistency nor 
common sense to name their own bank 
as fiduciary. 


Thomas C. Hennings, director of the 
Mercantile-Commerce Bank & Trust 
Company of St. Louis, gave, in retro- 
spect and in prospect, a frank and help- 
ful analysis, remarking the rise of cor- 
porate trusteeship as a profession, di- 
luted for a time by the influx of hun- 
dreds of ill-equipped banks into the 
trust business in search of an Eldorado 
of easy profits, but coming through this 
adolescence with an excellent record. 

Though innumerable new tasks have 
been added, many of the troubles he be- 
lieves have been of our own making, 
and are clearing up as the business as- 
pects are appreciated and new accounts 
judiciously selected. He urged the pro- 
vision of means for more stable income 
to life tenants, particularly where 
widows are economically dependent and 


where remaindermen are charitable in- 
stitutions or distant heirs; and com- 
mended the community trust as an ex- 
cellent vehicle for reciprocating the re- 
wards which the community had given 
its substantial citizens. 

Absent from the program were dis- 
cussions on two subjects of major in- 
terest: investment analysis and corpo- 
rate trusteeship. The common trust 
fund was also omitted, in view of the 
forthcoming publication of a Handbook 
and model plan now awaiting analysis 
by the Federal Reserve Board. Factual 
material on costs and fees was not 
forthcoming, but President Waugh 
urged local associations to give serious 
study to more uniformity and simplicity 
in charges, particularly corporate, and 
in methods of collection. 

A novel and significant addition to 
the proceedings was the joint meeting 
attended by representatives of the thir- 
teen Life Insurance and Trust Councils, 
who reported fine mutual results from 
this work in their localities and active 
interest in formation of councils in sev- 
eral other communities. This move- 
ment, headed by Paul Conway of Syra- 
cuse and Roy Booth of Boston, deserves 
wide study and emulation. 


Defeat of Barkley Bill Urged 


The United States Chamber of Commerce 
has joined the ranks of those opposing the 
Barkley Trust Indenture bill now pending 
in the Senate, declaring in a letter to Sen- 
ator Wagner, chairman of the Banking and 
Currency committee, that the bill would re- 
strict issuance of bonds essential for recov- 
ery. 





Better Estate Building and Conservation 


Institutions of Insurance and Trusteeship the Bulwarks of Security 


ROGER B. HULL 
General Counsel, National Association of Life Underwriters 


WROTE to a considerable number of 

trust officers, in whose judgment I 
had confidence, and to an equal number 
of alert life insurance agents, asking 
them what they thought ought to be said 
on this subject. Among other things, I 
asked my friends on both sides of the 
fence what was wrong, if anything, in 
the general relationship between trust 
officers and life insurance agents. 

First, I found reflections, in some 
quarters, of an almost appalling lack of 
knowledge of the fundamentals of life 
insurance, upon both sides of the fence. 
Some, if not many, life insurance agents 
have apparently failed to keep pace with 
the exactitudes of what we have come to 
call advanced life underwriting. This 
lack of real life insurance ability and 
technique, on the part of some life insur- 
ance agents, constitutes a well-nigh suf- 
ficient reason, wherever it is encountered, 
for the failure of trust officers to cooper- 
ate in the solution of estate problems 
through life insurance. 

This illy selected, poorly trained life 
insurance agent shows up most strikingly 
and does his greatest damage in cases 
which normally and inevitably involve the 
intervention of fiduciary institutions. 

My first point to trust officers is, then, 
that there are qualified life insurance 
agents. Demand that kind. Do not be- 
come prejudiced against the institution 
or the product simply because you have 
known some misfits and some undesir- 
ables. On the contrary, spend some time 
and effort in studying both the institu- 
tion and the product, at the feet of some 
qualified life underwriter. It will pay 
you large dividends, and it will tremen- 
dously benefit you trust officers and the 
estates under your control. 


From address before 20th Mid-Winter Trust 
Conference, Trust Division, A. B. A. 


Trust Man’s Knowledge of Insurance 


The second thing that I learned from 
the replies was that knowledge of life 
insurance among trust officers ranged all 
the way from practically 100 percent of 
what ought to be known, to substantially 
zero. That was no discovery, but some 
of the ramifications were, nevertheless, 
rather startling. 

I had known, of course, that some trust 
officers have for years been specializing 
in life insurance trusts. But I had not 
fully appreciated how keenly some of 
them had drawn the picture, both for 
themselves and for their fiduciaries, as 
to how life insurance could be used in the 
solution of estate problems. I found 
some trust men, for example, apprais- 
ing, even more keenly than the life un- 
derwriters, the special exemptions from 
debts and taxes granted to accumula- 
tions under and proceeds of life insur- 
ance policies, by both state and federal 
legislatures. 

And in another field also I found some 
trust officers contributing even more ef- 
fectively than some agents to the proper 
enlightenment of the insurance-buying 
public. I refer to the counteracting of 
the current wave of criticism and de- 
traction which has been sweeping some 
quarters of the country. 


Defending the Institution of Life 
Insurance 


A few smart operators have suddenly 
discovered that with 110 billions of 
life insurance in force in this country, 
most of it on the so-called higher pre- 
mium plan, there is a lot of money to 
be made out of putting up the cry that 
the majority of the 64 million policy- 
owners have been sold misfit protection; 
that term insurance is cheaper; that the 
savings factor in a life insurance policy 
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is the bunk, and that any policy-owner 
is a fool who does not tear down any 
reserves which he may have in his con- 
tract, substitute term insurance and in- 
vest the difference in premiums and the 
withdrawn equities, in his own pet field 
of investment—minus only, of course, 
the percentage fee, or the per thousand 
honorarium, the charge for the tip, and 
for what the expert calls the analysis of 
the insurance program. So it has come 
about that there is one of the greatest 
orgies of tearing down legal reserves 
going on in this country that we have 
even seen. 

I hold it to be nothing short of a very 
definite obligation, resting upon any well- 
equipped trust-officer today, to place him- 
self in a position to give a clear and con- 
vincing answer to any client of his bank 
who may ask him the question—and many 
of your clients are going to ask this ques- 
tion of you in coming months—what are 
the facts about this so-called term-insur- 
ance fallacy? Am I all wrong in having 
built my life insurance estate principally 
on the foundation of level premiums? 

And it is not sufficient to answer that 
this is the business of the life insurance 
agent; let him defend his sale. The 
agent has been discredited in advance— 
although entirely fallaciously. The client 
of your bank is entitled to come to you, 
a third party, and be told whether this 
zeal for only term insurance is justified 
and sincere, or whether it is just a de- 
vice for the selfish personal profit of him 
who would tear down legal reserves. 

If they are right, you, as estate plan- 
hers and estate advisers, owe it to the 
clients of your institutions to join in the 


attack. If they are wrong, you carry an 
even more compelling obligation to pro- 
tect them against these siren songs. 


Know Each Other’s Fields 


I found an amazing amount of joint 
estate work being done by trust men 
and life underwriters. Only a few re- 
ported cases of trust officers, who, for 
some reason or other, have apparently 
failed to grasp the opportunities for real 
service to the public which are inherent 
in life insurance, especially in these in- 
creasingly difficult days of wealth conser- 
vation and wealth distribution. 

Finally, as to the replies, I found in 
some quarters, and justifiably, the old 
complaint on the part of a few trust of- 
ficers that some life insurance agents 
were not as understanding as they might 
be, of the fundamental problems and ne- 
cessities of fiduciary institutions. 

But I wonder if you trust men will not 
at least share with the life insurance 
agents the responsibility for this lack 
of understanding of your business on 
their part. True, the Life Insurance- 
Trust Councils, now organized in thir- 
teen cities, have accomplished a great 
deal along these educational lines. But 
what a vast field yet remains to be cul- 
tivated! We in the life insurance busi- 
ness can understand your problems and 
the relationship thereof to life insurance, 
only as and if you take us by the hand 
and teach us. My plea is that you con- 
tinue to take seriously the responsibility 
of schooling the life insurance agents 
in your respective cities, in the broad 
fundamentals of the principals and prac- 
tices of your institutions. 
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The Broader Goal 


I would like to quote a leader of my 
own profession. Frederick Stinchfield of 
Minnesota, then president of the Ameri- 
can Bar Association, in an article in 
Trust Companies*, addressed to trust of- 
ficers and lawyers, said: “Let us try, 
henceforth, to see things from a national, 
social view-point, find our happiness 
there, and cease the little enjoyments of 
personal differences. We need that ef- 
fort for the good of our own souls and 
for the welfare of the United States.” 


Today, even more than at the time 
that President Stinchfield was speaking, 
and to trust men and life underwriters, 
even more strikingly than to trust men 
and lawyers, I think I see the challenge 
of a really tremendous joint responsi- 
bility which ought to sober both of our 
professions as we set about discharging 
the obligations of estate creation, estate 
conservation, estate distribution. 

First, the problems of estate building 
have been complicated by the recent 
economic involvements of government 


and politics especially in connection with 


the increased burden of taxation; second, 
there has come to our citizenry a new 
appreciation of and yearning for ade- 
quate financial security; and third, we 
have recently come into the shadow of 
a definitely conceived assault upon what 
we have for so long and so proudly hailed 
as true Americanism. 


Preserving Americanism 


What is that thing we have called 
the spirit of America? It was—it 
still is—the determination to stand on 
one’s own solid foundation of individual 
initiative and personal accomplishment; 
the vision to see the unconquered fron- 
tier, the courage to fight to conquer it; 
the sense of individual responsibility to 
make provision, financially, for the fu- 
ture—not only one’s own future, but that 
of one’s dependents. No professions in 
the world—save the medical—come into 
as close touch with the personal life of 
the individual American, as do we who 
are engaged in estate creation and con- 
servation. 


*January 1937, p. 7, 8. 


Life insurance, more than any other 
single economic factor, can underwrite 
American liberty. I am not pleading 
that you trust officers join the life insur- 
ance men in the dissemination of the 
benefits of life insurance. I am pleading 
that you join us in the proclaiming of 
Americanism. 

Any ignorant, lazy, mob-minded group 
easily acquires the ambition only to live 
without working. We have seen, just 
recently, the manifestations of that phil- 
osophy of living. Such a mass is flatter- 
ed by being called underprivileged. It is 
dulled by being told that security and 
ease are inalienable rights which do not 
have to be earned. Its conscience shrivels 
and weakens, in the fertile soil of econ- 
omic depression and political expediency. 
When people lose their sense of separate 
and individual security, they cease to be 
individuals. 

You, just as vitally as we, are concern- 
ed in preserving our present system of 
free enterprise and private property. We 
are being challenged by that concern 
every single day of our lives. There is 
very little division in the ranks of those 
who would change our present system. 
There must be no petty differences be- 
tween us, for the welfare of the whole 
public. Our two institutions are the two 
chief bulwarks in our established system 
of social and economic security. Our 
service in the interest of the public must 
be as nearly beyond reproach as we can 
make it. 

Proving ourselves worthy of having 
been called to the high vocation of estate 
counsellors, let us here and now deter- 
mine that, with all the strength and 
power at our command we will assume 
our responsibility of helping to under- 
write Americanism, through the creation 
and preservation of individual estates. 


ROCHESTER BANKER DIES 


John A, Murray, president of the Cen- 
tral Trust Company of Rochester, N. Y., 
and president of the Rochester Clearing 
House Association, died February 8 follow- 
ing a long illness. He was 48 years old. 
Mr. Murray, a graduate of the school of 
banking of Columbia University, began his 
banking career as an examiner for the State 
Banking Department. 
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SYMPOSIUM ON PUBLIC RELATIONS 
Use of Direct Mail In Public Relations 


RALPH M. EASTMAN 
Vice President, State Street Trust Company, Boston, Massachusetts 


N my estimation, public relations 
begin at home and also, after every 
effort has been expended, end at home. 
The essence of good trust department 
public relations is having the best trust 
department you and your associates 
know how to run. It means having a de- 
partment adequately equipped both as 
to well-trained and well-treated person- 
nel and necessary mechanical aids, prop- 
erly supervised and conducted according 
to the highest ethics. It means making 
the trust department one of the most 
important parts of your business, back- 
ed by the serious interest and active co- 
operation of your directors, officers and 
other members of your staffs. When you 
are satisfied that you have an organiza- 
tion thoroughly prepared to handle any 
business that may be entrusted to it, 
then you can justifiably initiate your 
other public relations efforts. There is 
a great peril in having business come 
in before you are prepared to handle it 
properly. A ‘dissatisfied customer can be 
a big handicap. 
One of the modest ways of letting the 
public know about your institution’s pos- 
sibilities for service is direct mail. 


The Mailing List 


I think we will all agree that a well- 
organized trust department couldn’t be 
maintained very long unless it had new 
business coming to it steadily. In order, 
therefore, to continue the good public re- 
lations established by the department, 
you are thoroughly justified in telling 
folks about it. We remember the “Acre 
of Diamonds” story and believe in cul- 


From address before 20th Mid-Winter Confer- 
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tivating the business in our own “yard,” 
and you may decide on this policy too. 


The logical ones who should receive any 
messages from you with interest and a 
sympathetic attitude would seem to be 
the people of means who do business 
with you in other departments. Your 
mailing list is a highly important factor 
and should be very carefully developed. 
If you have a commercial department, the 
basis of your list might be selected names 
of substantial depositors—say those with 
average balances of over $1,000, officers 
of corporations doing business with you, 
and names of other depositors who, you 
have reason to believe, have enough prop- 
erty to make them good prospects. 

Then there are customers of your safe 
deposit vault, collection, loan and sav- 
ings departments. Also, it is a good idea 
to add to the list the names of influential 
people, such as clergymen, lawyers, doc- 
tors, dentists, teachers, insurance men 
and others whether they be wealthy or 
not. Your officers and directors can help 
by supplying names of those they know 
do not have any particular tie-up with 
other banks or trust companies. 


I’d advise trying out a comparatively 
small list at first to test out your direct 
mail efforts. While the form is a mat- 
ter of individual preference, the material 
to be sent out requires serious thought. 
Your advertising should reflect the at- 
mosphere of your institution and be in 
keeping with your ideals of service. 


Experience has taught me that there 
are certain things to avoid, such as extra- 
vagant claims and superlatives of any 
nature. They are apt to come back and 
haunt you later. 
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Avoid High Pressure 


It is always well to emphasize your 
willingness to furnish all the informa- 
tion desired and to discuss matters in 
detail with the prospect, to the end that 
the customer will be satisfied that he is 
doing the right thing, that is, so that 
he will “sell” himself instead of being 
“sold.” High pressure tactics have no 
place in the trust business. Understate- 
ment is often much more effective than 
otherwise. 

The use of direct mail should be adop- 
ted with the idea that it will be continued 
for a considerable period—preferably for 
four or five years or so—and that means 
that you should plan a “change of pace” 
in presenting the facts about the same 
old sweet story. 


Arrest Attention 


New angles should be brought out in 
each campaign. Do not try to go into too 
much detail with the printed word. Em- 


phasize the individuality of each case 
which merits a personal interview either 
at your office or at the home or place of 
business of the “prospect.” The method 
we have used, with fairly successful re- 
sults, over a period of more than fifteen 
years, is to send out letters or folders 
describing briefly, in as inviting a way 
as possible, the various phases of our 
service and offering a so-called “master 
booklet” which will give further infor- 
mation on the subject dealt with in the 
mailing piece. 

The main effort should be to arouse in- 
terest, create desire for more informa- 
tion and then induce the action desired. 
Your direct mail should carry as much 
prestige as possible. In our case, all 
promotion material goes out over the 
name of our president. The name of the 
chairman of our board, who, too, is a 
member of our trust committee, also ap- 
pears on the letterhead. 

All return cards—and these are the 
C. O. D. kind—are addressed to our presi- 
dent and all follow-up letters are signed 
by him. This shows definitely that he 
is very much interested in the trust de- 
partment and considers it a major factor 
in the life of our institution. It is well 
to let prospects know that they are put 
under no obligation if they send in for a 
booklet. 

We believe in stressing the importance 
of careful planning for the welfare of 
beneficiaries, thereby assuring them of 
sympathetic understanding and assist- 
ance, as we believe that this is of para- 
mount importance in the mind of a “pros- 
pect” when he is considering the selec- 
tion of an executor and trustee. We, of 
course, always have in mind the matter 
of taxes as they relate to an estate but 
do not overemphasize this, preferring to 
have the “prospect” take it for granted 
that we will protect his interests along 
that line. 


For Immediate Results 


If direct mail is an innovation with 
you, one of the best ways I know of to 
get it recognized by officers and direc- 
tors as the potent weapon it is is to aim 
for what I call “present” business, that 
is, agencies or living trusts from which 
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immediate revenue can be derived. If 
anyone starts doing business with you 
in either of those ways and your depart- 
ment can do a good job, the wills and 
testamentary trusts will follow in most 
cases. 


The preparation of your direct mail 
material, as I have said before, should 
be given very serious attention. If the 
officer in charge of this work has suffi- 
cient time free from interruptions so he 
can write it himself, that is fine. If not, 
however, there are agencies which can 
cooperate in this. We have used such an 
agency for years and have found their 
knowledge of trust matters and advertis- 
ing most helpful in developing ideas in 
a pleasing and resultful manner. 


For years all of our trust development 
work was done entirely by direct mail 
as we had no solicitor until 1932. In 
the early days, our method was to invite 
the “prospect” to come into the office to 
discuss matters and, in special cases 
where that was not convenient, the trust 
officer in charge of the phase of our ser- 
vice in which interest had been express- 
ed would meet the “prospect” at any 
place specified. We like to have people 
come into the bank where they can get 
the atmosphere of the place and see the 
folks who will take care of their affairs. 


Nowadays we have an officer who is 
well qualified to make outside calls and 
discuss matters of any trust nature. The 
point I am trying to make, however, is 
that the use of direct mail does not neces- 
sarily mean that you also have to have 
solicitors, though that combination is a 
fine one. 


Continuity 


Do not be discouraged if the response 
to your direct mail efforts isn’t over- 
whelming! Prepare your message well, 
present it well, and with a good trust de- 
partment behind it, you are bound to get 
results if the market is there! Every 
little while we get business from people 
who have been on our list for years with- 
out having sent in for a thing. The 
educational material we have been send- 
ing out is apparently remembered when 
something prompts them to take an in- 


The ABC of 


New Trust Business 


Tre deeper you dig 
into the problem of new trust business, 
the more frequently you strike a few 
recurrent facts. New trust business is 
primarily a case of: 


a. Finding those who can use trust 
services. 


b. Learning how to reach and inter- 
est them. 


c. Developing methods for converting 
interest to action. 


These points are basic. No program of 
new trust business development can 
succeed for long without them. Many 
are succeeding with these three funda- 
mentals properly handled . . . through 
Purse services. 


Purse clients throughout the United 
States are using proven methods to 
reach and interest trust prospects, pre- 
paring them to take action. Purse 
executives can show you what these 
methods can accomplish for you; how 
the A, B and C of new trust business 
can be used to advantage in your in- 
stitution. 


Write the Chattanooga office for in- 
formation, which will be promptly sent 
you, with no obligation involved. 


THE PURSE COMPANY 


CHATTANOOGA, TENNESSEE 


TRUST 
ADVERTISING 
HEADQUARTERS 
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terest in trust affairs. Perhaps the rea- 
son for the belated action is the death of 
a neighbor, friend, or relative, or per- 
haps it is the misfortune which has visit- 
ed some family on account of the lack 
of a will or trust, or through unwise in- 
vestment. Whatever it is, we never take 
a name off our list uniess we have some 
good reason for doing so. 


Suppose you get requests for your mas- 
ter booklet, what then? We write a letter 
and send the booklet the day the request 
is received, and explain that a complete 
description of such an individual service 
cannot be covered by a booklet but that 
we hope it will give sufficient informa- 
tion along the lines the “prospect” had 
in mind so that he may wish to go into 
the matter further with us at his con- 
venience. 


If nothing happens then, after a lapse 
of a couple of weeks or so we write an- 
other letter saying we presume he has 
had an opportunity to read the booklet 
and if he desires any additional informa- 
tion, we would be glad to have him come 
in and talk things over, or if that is not 
convenient we shall have one of our 
officers call. If still nothing happens, 
we let the matter rest for a consider- 
able period and in due course our repre- 
sentative makes a call. In this way, no 
one is rushed into doing business with 
us, and no calls are made “cold.” 


That this policy has been fairly sound 
is indicated by the fact that these meth- 
ods have produced for us each year— 
from people on our mailing list only, 
which has grown from 2000 in 1923 to 
9000 today—an average of over $10,000,- 
000 in desirable new business, present 
and future, plus an annual average of 
over 26 wills in which we are named, but 
of the value of which we have no esti- 
mate. Direct mail didn’t do it alone. It 
merely got people interested and into 


personal contact with us so that our trust 
department could demonstrate its ability. 


Home—The Beginning and End 


Suppose now that your direct mail has 
been successful in getting a “prospect” 
into the bank. All you have said in your 
direct mail will go for naught if your 
trust department is not right. Your trust 
officers should be kept in touch with all 
direct mail efforts. Copies of all mail- 
ings should be given them the day before 
they are sent to prospects. Individuals 
of pleasing personality should be selected 
to meet anyone who comes into the de- 
partment so that the first impression will 
be favorable. 

The trust department should be well 
located and attractive in appearance. 
There should be enough trust officers so 
that there will be no undue delay in at- 
tending to people when they come in. All 
of these things are factors in good pub- 
lic relations. If you have them, your 
“prospect” will be favorably impressed 
and is pretty sure to give you his busi- 
ness. 

After the business is in, do not forget 
the customers. Appropriate letters of 
acknowledgement should go to new cus- 
tomers, welcoming them and thanking 
them for their business. If these can 
go from the president, so much the bet- 
ter. Keep the customers on your mail- 
ing list for financial statements, calen- 
dars, or anything of that sort you may 
use in your general publicity program. 

A public relations plan is not like an 
umbrella, something that you use when 
the skies look dark and dispense with in 
fair weather. It should be kept in use 
constantly. 


Franklin W. Ganse has announced the 
name of his organization has been changed 
to Ganse-King Tax Service from Ganse- 
King Estate Service. 





Newspaper Advertising for Trust Institutions 


TOWNER PHELAN 
Assistant Vice President, St. Louis Union Trust Company, St. Louis, Missouri 


HE newspaper is a mass medium— 

it reaches practically the entire pub- 
lic—whereas, prospects for trust service 
represent a very small proportion of the 
population, probably not more than 1% 
to 2% of newspaper circulation. For this 
reason newspaper advertising often is 
viewed as being too expensive to be used 
to advertise trust service. Is this con- 
clusion correct? 

To answer this question we must first 
state our problem. Aside from the fact 
that our prospects are limited in number, 
the following facts about trust service 
are of great importance from the adver- 
tising standpoint: (1) The trust rela- 
tionship is based upon confidence; (2) 
trust institutions are regulated by law; 
(3) the public knows very little about 
trust service. With these points in mind, 
we can map out the objectives of our 
trust advertising. 

Since trust prospects are limited in 
number, trust advertising must reach 
these prospects at a reasonable cost per 
prospect. Since the trust relationship is 
based upon confidence, the principal pur- 
pose of trust advertising should be to 
create confidence, for without confidence 
there would be no trust business. Since 
trust institutions are regulated by law, 
trust advertising should be concerned 
with general public opinion which may 
be translated into law. Since the pub- 
lic knows very little about trust service, 
trust advertising should inform them 
about trust service. 


Charging the Cost 


I propose to show, first, that we can 
charge the entire cost of newspaper ad- 
vertising to our actual prospects, and 
on this basis reach them more effectively 
and at no greater cost per prospect than 
by direct mail advertising; second, that 
at no additional cost newspaper adver- 
tising will do what direct mail advertis- 
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ing cannot do, and that is contribute 
greatly to the realization of our other 
three objectives. Newspaper advertising 
will reach the entire public; it will tend 
to build and maintain the background of 
public confidence, which is the founda- 
tion of trust business; it will contribute 
to favorable public opinion, which is our 
only protection against adverse legisla- 
tion; it will inform the public about trust 
service and will do much to dispel ignor- 
ance, remove prejudice, correct misin- 
formation and educate the public to the 
advantages of trust service. 


I am not advocating newspaper adver- 
tising to the exclusion of direct mail or 
any other kind of advertising. Direct 
mail advertising can do certain things 
better than other kinds of advertising. 
It will produce more and better leads for 
your new business department, for 
example. Direct mail should constitute 
a part of every trust advertising pro- 
gram. Where the appropriation is quite 
small, it may quite appropriately be the 
only form of advertising used. Where, 
however, a sufficient appropriation is 
available to do a good job in the news- 
papers, then they should constitute the 
backbone of the advertising program and 
direct mail should play a supplementary 
role. 


Comparing Costs 


Let us compare the cost of reaching 
the prospects for trust service through 
newspaper advertising with the cost of 
reaching them through direct mail adver- 
tising. Let us assume that only one per 
cent of newspaper readers are potential 
prospects for trust service, and let us 
charge the entire cost of newspaper ad- 
vertising to this one per cent. A full 
page advertisement in almost any large 
newspaper in the United States costs 
about %c for each copy sold. It is 
estimated that there are two to three 
readers to each paper sold, and if we 
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take the more conservative figure the cost 
of a full page advertisement is 4c per 
reader. If good position is secured, an 
adverisement of %4 to 1/3 of a page in 
size is sufficient to dominate the page 
it appears upon and to be seen, if not 
read, by everyone who turns the pages 
of the paper. 

The cost of newspaper advertising, 
therefore, for an effective advertisement 
of substantial size, is approximately one- 
twelfth of a cent to one-sixteenth of a 
cent per newspaper reader. If there is 
only one trust prospect to each 100 read- 
ers, the cost of exposing each prospect 
to newspaper advertising will run one 
hundred times the cost of reaching each 
newspaper reader, and, therefore, will 
amount to about 6c to 8c per prospect. 
The cost of good direct mail advertis- 
ing, although it varies within wide lim- 
its, will average at least that much and 
probably more for each individual mail- 
ing piece laid down on the prospect’s 
desk. 

This cost comparison assumes that all 
your trust prospects read the news- 
papers, that all your trust prospects are 
on your mailing list, and that your mail- 
ing list contains no dead wood. Actually, 
only the first assumption that all your 
prospects read the newspapers is valid. 
No mailing list is perfect. Your mailing 
list necessarily will omit many prospects 
and will include many non-prospects. 

Whether a prospect is more likely to 
read a newspaper advertisement than a 
mailing piece is a matter of opinion. In 
my opinion the odds strongly favor the 


newspaper. People buy newspapers to 
read. They read them as a rule (partic- 
ularly evening papers) when they are re- 
laxed, when they have time not only for 
news but for entertainment in the form 
of sports, comics and features. They 


have time to read your advertisement if 
it is appealing. Compare this situation 
with that of the busy man trying to hur- 
ry through his morning mail. 


Importance of Confidence 


The creation of confidence is the most 
important objective of our advertising. 
Confidence is a mass emotion and we 


cannot create confidence on the part of 


our prospects alone without also creating 
confidence on the part of the entire com- 
munity. Confidence is a state of mind, 
an emotion, a feeling—it is faith. Con- 
fidence, or the lack of it, to a peculiar 
degree is a mass emotion—one that is in- 
fluenced and shaped by the feelings of 
others. 

Confidence, which is the basis of the 
trust relationship, enters into all busi- 
ness transactions in a greater or less 
degree. In no transaction is it of great- 
er importance than in those involving 
trust service. Th importance of confi- 
dence in the purchase of a razor, is in- 
significant as compared with its import- 
ance in the sale of new trust service. In 
the one case the customer spends a few 
dollars, or at most a few thousand, 
whereas in the other he entrusts the fin- 
ancial security of those nearest and dear- 
est to him to a trust institution. With- 
out confidence there would be no trust 
business. 


Defense Against Legislation 


Our third objective is creating favor- 
able public opinion as a defense against 
adverse legislation. If we are successful 
in attaining our main objective of creat- 
ing confidence, we shall thereby do much 
to create favorable public opinion as a 
defense against adverse legislation. 
Creating confidence isn’t the whole job, 
however, since the public can have con- 
fidence in the integrity of trust institu- 
tions and regard their services as desir- 
able for people of substantial means, and 
yet regard the growth of trust institu- 
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tion as socially undesirable. For example, 
they may regard trust institutions as 
fostering a socially undesirable concen- 
tration of wealth, they may view the con- 
servative investment policies of trust in- 
stitutions as hampering the growth and 
development of American business, or 
they may hold other fallacious beliefs 
which some day may be expressed in re- 
strictive legislation. 

To attain our objectives of creating 
confidence and favorable public opinion, 
we must not limit our advertising mere- 
ly to those people who are prospects for 
trust service, but must advertise to the 
entire public. Our major expenditures, 
therefore, should be placed in news- 
papers, for the newspaper, despite the 
growing importance of the radio, is still 
the chief instrumentality through which 
public opinion is formed. 

Our fourth objective, that of inform- 
ing the public about trust service, de- 
mands the use of factual advertising, 
explaining what trust service is and what 
benefits are derived from its use, and 


this type of advertising is not only well 
adapted to the newspaper, but is bene- 
ficial from the confidence-creating stand- 
point. People are likely to distrust the 
unknown and to have confidence in the 
familiar, and informative factual adver- 
tising can take the mystery out of the 
trust business. 


Over the “Bench” to the Poorhouse 


Judge Charles B. Faris of the United 
States Circuit Court, who retired in 1935, 
blames his long service on the bench for his 
depleted estate. 


An excerpt from his recently filed will 
reads: “All the balance and residue of my 
property, real, personal and mixed and 
wherever situate I give to my wife Anna 
Lee, absolutely. This includes some bonds 
and stock in my safety deposit Box No. 
2546, Mercantile-Commerce Bank and Trust 
Company and some $7,800 of paid up life 
insurance payable to my estate. _ Twenty 
years of public service have reduced me 
from a competence to well-nigh pauperism.” 
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Public Relations Aspect of Personal Interviews 


HARVE H. PAGE 
2nd Vice President, The Northern Trust Company, Chicago 


HE trust new business staff of a 

bank or trust company, if fully util- 
ized, performs a double role in the public 
relations movement of the institution. 
Other forms of public expression, such 
as newspaper advertising, direct mail, 
radio or newspaper publicity, represent 
but a one-way system going from the 
trust company to the public, while a 
group of trust representatives has two 
terminals—one in the bank and the other 
in the market place for trust business. 
Thus the influences generated at either 
terminal may be passed back and forth, 
interpreted, tempered, and sent out again 
to achieve a more perfect mutuality of 
understanding. 

Of first importance is the duty to edu- 
cate the public concerning Corporate 
Trusteeship, the facilities provided by a 
trust company, and the advantages of 
trust service as a social science. What 
more direct way is there, than through 
personal contact, to foster a better pub- 
lic understanding and appreciation of the 
trust company’s problems in formulating 
its investment policy and procedure; how 
better to explain the human side of our 
business, to justify fees, to portray our 
ethics, and to reach more effectively 
women who are now prejudiced against 
trust company management of their fin- 
ancial affairs? 


Overcoming False Impressions 


If you have examined the studies made 
of what the public thinks of trust com- 
panies, you must have noted the recur- 
ring charge that trust officers lack a 
sympathetic understanding usually found 
in the personal Trustee. It becomes, 
then, a natural function of the trust rep- 
resentative to act as a liaison between 
his administrative division and the pub- 
lic, to dispel the complaint that we are 
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either aloof or impersonal. Moreover, 
an opportunity is offered to our admin- 
istrative people to improve their custo- 
mer relations technique by studying the 
criticisms which members of the new 
business staff hear concerning trust ser- 
vice. 

You have all been aware of the gulf of 
antagonism and distrust that sometimes 
exists between the bereft family of the 
testator and the trust company. More 
often than not, the trust representative 
who solicited the appointment is the only 
one in the institution who either knew 
the decedent or has met the members of 
his family. Bridging this gap in these 
situations is definitely a public relations 
function of the trust development man— 
that a spirit of friendliness and personal 
attention may be the first impression 
created. 


Lawyer—Life Underwriter 


In another direction lie two fertile 
fields for the cultivation of good will and 
improved relations; these are represent- 
ed by the members of the Bar and the 
insurance fraternity. Both fields should 
receive constant attention; the insurance 
men at their agency meetings and local 
Life-Trust Councils; the attorneys 
through distribution of currently inter- 
esting material and through personal 
calls. In this effort the new business 
men may well be the ambassadors of 
their companies in creating and main- 
taining the realization that these three 
institutions need to be cooperative, not 
competitive, in serving the best interests 
of their mutual customers. 

One of the problems requiring solu- 
tion, in Chicago at least, is the complaint 
made by some attorneys that the trust 
companies will not accept an appoint- 
ment unless it is obviously profitable. 
They state that they cannot afford to 
name a corporate fiduciary for an estate 
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of moderate size because they have no 
assurance that the appointee will act. 
This attitude has been relieved in some 
quarters where the trust representative 
has had an opportunity to explain why 
some appointments are good neither for 
the trust company nor the beneficiary. 
A more complete understanding with 
some of the lawyers has currently led 
to two definite improvements: First, in 
their willingness to discuss the estate 
with the Trustee before appointing the 
bank; and, second, the increasing ten- 
dency to submit for suggestions the doc- 
uments they have prepared prior to hav- 
ing them executed. 


Avoiding Future Trouble 


Public opinion may also be moulded 
by the discrimination the solicitor exer- 
cises in the selection and acceptance of 
new accounts. Business that for any 
reason is unattractive to the trust com- 
pany is likely to be a source of irrita- 
tion to the beneficiaries. 


Unprofitable or unattractive business 
should be declined whenever possible, but 
in a manner that removes all sting of 
disappointment. There should never be 
the least implication that the business 
offered is either mean or undesirable. 
Thus no more difficult task of construc- 
tive public relations confronts the trust 
development man than to attempt to find 
an alternative solution to the prospect’s 
problem, or failing in that, to send him 
away satisfied that his interests have 
received considerate attention. 


Unquestionably, you have all encoun- 
tered the charge that trust companies fly 
to the courts for protection in resolving 
questions of doubt and for instructions, 
thereby increasing the expense to the 
trust estate. Faulty estate planning and 
provisions leading to administrative dif- 
ficulties frequently end in discrediting 
the trust company in the eyes of the cus- 
tomer or beneficiary. Usually, such sit- 
uations are not long in becoming matters 
of public knowledge. The responsibility 
to see that the trust documents, though 
they may be satisfactory to the attorney 
and his client, are yet clear and work- 
able from an administrative standpoint 
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should be made part of the new business 
man’s routine. 


Keeping Business Sold 


Then, there is the function which I 
consider of almost the same magnitude 
as that of obtaining new business—the 
job of preserving the accounts already on 
the company’s books. Retention selling, 
as some term it, certainly has its place 
in a public relations program. Here the 
new business staff has two distinct ob- 
ligations—that of periodically contacting 
each designated customer whose appoint- 
ment of the trust company has not ma- 
tured and, where necessary, that of ser- 
vicing each estate plan through review 
and revision. It makes known to him 
the interest of the trust company in his 
behalf and usually retains his good will. 
To the beneficiaries, it insures trust pro- 
visions that are in keeping with any 
change in the financial, economic, or 
family status of the customer, as well as 
changes in the laws or tax rates. 

This continued cultivation of our cus- 
tomer’s esteem may also prevent accounts 
from being withdrawn, thus saving the 
original cost of securing the business. 
Further, the opportunity is presented to 
find other mediums than a trust for the 
solution of estate problems where a dras- 
tic reduction in the value of the assets 
has occurred. A dissatisfied beneficiary 
can counteract, with but a few words, 
months of concerted public relations ef- 
fort. 


Employee Education 


Second only in importance to the new 
business staff’s dissemination of trust 
information to the public, is duplication 
of that job in educating the personnel 
of the other departments of the bank. 
Some of you may have already discovered 
to your chagrin that some valued Bank- 
ing or Bond Department customer has 
named another bank as Trustee. The 
task of preparing the contact people of 
the other departments to successfully 
present information concerning their 
own Trust Division may well devolve 
upon the trust solicitors. 

When it comes to the Trust Develop- 
ment Division’s own problem, I like to 
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reflect on Craig Smith’s slant as he 
stated it at the last Mid-Continent Trust 
Meeting in Chicago. He gave us two 
conclusions: First, that the eligible pros- 
pect is successful and well able to decide 
for himself when he knows all of the 
facts regarding our services; and, 
second, that if he is not already a trust 
customer, he must have a preconceived 
picture of our business that is unfavor- 
able to us. Thus to win his confidence, 
we must begin the process of education 
by giving the prospect the trust facts, 
building for him a new picture of trust 
service that we may stimulate his think- 
ing, and assist him to arrive at a proper 
solution of his problems—surely, that is 
the big public relations job of personal 
solicitation. 


Respectable Profits 


“There may have been a time when ex- 
cessive profit making threatened to unbal- 
ance our economy by a bad distribution of 
purchasing power. But today government 
has become terrifyingly expert in recap- 
turing and redistributing profits—always 
rapidly and sometimes efficiently. Wide- 
spread labor organizations are alert to an- 
ticipate profits and to transform them into 
wages, even before they are made. 


“So candor about the necessity of profit 
making might well be used more frequently 
by business men and honest politicians to 
combat the utterly false notion that a profit 
is just a low incentive which induces greedy 
men to invest their money and _ exhaust 
their energies in what should be an unself- 


ish public service.” 
Donald R. Richberg 
Former N. R. A. Administrator, before National 


Assn. of Sales Finance Cos. 
,. 
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The Human Situation 


“The last and greatest insult you can 
offer to the human race is to regard it as a 
herd of cattle to be driven to your selected 
pasture. You deprive the individual of his 
last trace of self-respect. The most pre- 
cious of his possessions—himself, if you 
treat him as a thing, an inanimate object 
which can be pushed hither and thither; if 
you treat him as one of ‘a drove of oxen, you 
take away his birthright.” 

MacNeil Dixon 
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Trust News Stories 
The “Fourth Estate” As An Ally in Public Relations 


JAMES E. McGUIGAN 
Vice President-Trust Officer, Bank of America N. T. & S. A., Los Angeles 


LTHOUGH, as Trust men, we may 

be more conversant with adminis- 
trative problems than we are with the 
technique of publicity men, we fail in 
our duty to our institution if we do not 
develop the news instinct, and originate 
usable stories for our Public Relations 
Department, or for the newspaper on a 
direct contact basis if we have no such 
department. This, of course, is on the 
assumption that the institution believes 
in the value of using this medium in its 
Public Relations program. 

The word “Publicity” is in disrepute 
in many editorial offices, for too fre- 
quently in the past, persistent efforts 
have been made by press agents in many 
fields to obtain free advertising in the 
news columns, by submitting innocuous 
appearing items bearing the label of a 
“Publicity” release. 


Benefits from News Releases 


Many Trust Executives question 
whether any benefits are derived from 
the publication of news items concern- 
ing our institutions, our officers, or our 
business. I believe that we obtain sub- 
stantial benefits. Our trust business will 
grow and prosper only if, and to the 
extent that, we enjoy the good will of 
the general public. We want the man 
in the street to have a good opinion of 
us. He may have no interest in using 
the services that we have to offer, and 
it may not be to him that our trust ad- 
vertising is directed. Yet we cannot ex- 
pect a favorable response from those to 
whom we make our direct appeal for bus- 
iness, unless we enjoy a high standing in 
the opinion of the public, as a whole. It 
is of tangible value to us to have the 
average citizen obtain an informed and 
favorable understanding of what we do, 
why we do it, and how well it is done. 


His opinion of us is formed more often 
by news items in the daily press, than 
by our paid avertisements. 

We all recognize, of course, the loss 
that we suffer in reputation and prestige 
with the public if we are so unfortunate 
as to receive some unfavorable publicity. 
We certainly should not discount the 
value that attaches to favorable publicity. 

All of you know that the future plant 
activity of a manufacturer is foretold 
by the volume of unfilled orders on hand. 
Existing wills in which we are named 
as executor or trustee represent the “un- 
filled orders” by which we measure the 
future activity of our plants and expect- 
ed profits. Unlike the manufacturer, 
however, we have not received an ad- 
vance payment on account, and our “un- 
filled orders” may be revoked at will and 
without our knowledge. There is where 
Publicity steps in. Unfavorable publi- 
city undermines confidence in us and 
may result in wholesale cancellations. 
On the other hand, favorable mention of 
Trusts and Trust work in news stories 
will help to enhance our position of pres- 
tige in the opinion of the reading public 
and tends to make more certain that the 
“unfilled orders” that cost us so much 
to obtain, will remain in force and effect. 


News and Circulation 


The position of the newspaper in its 
community is enhanced if its columns 
contain real news about subjects calcu- 
lated to appeal to an increased number 
of readers. The public expects news- 
papers to contain information and news 
on a tremendous number of different sub- 
jects, many of which are much more 
technical and far less interesting than 
trust business. 

The average reportorial force can 
cover only the high spots in fields of 
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interest to the public, and then only 
those fields with which the reporters are 
most conversant. If a field as specialized 
as ours is to be covered properly, or at 
all, we who have the knowledge of it 
should assist by bringing to light in- 
formation and news that otherwise may 
not become known. 

What is news in one community may 
have no reader interest in another. The 
fact that Joe Doakes, Trust Officer of 
the Podunk Trust Company, departs for 
New York to attend the Twentieth Mid- 
Winter Trust Conference, may command 
important space on page one of the 
Podunk Gazette, but the same story may 
not even break into print in the papers 
of neighboring cities. What is news in 
an agricultural section may have no ap- 
peal to readers in industrialized centers 
of population. Different editors have 
different ideas of the news value of the 
same story. Information about trust 
activities may be carried as a regular 
feature by some papers and rejected by 
others, where it does not fit in with the 
editorial policy of the publisher. The 
answer that applies in each local situa- 
tion is not difficult to find. 


The Public Relations Department Job 


If your company has a public relations 
department, seek your answer there. I 
wonder how often we have censured our 
publicity men for not getting stories 
about the Trust Department into the 
papers when we were really at fault? 
We, who handle the administration of 
trusts, are in constant contact with 
human emotions; and it is the expres- 
sion of those human emotions that makes 
real news. 

What, if anything, have we done or 
are we doing, to develop a sense of what 
makes news? We should do this to the 
Same extent that we expect those not 
in the Trust Department to acquire a 
knowledge of Trust business, that they 
may recognize a Trust prospect when 
they see one. 

We should be diligent in our search 
for stories and when one is found, we 
should bring it promptly to the atten- 
tion of our publicity man, as he knows 
the methods to assure its publication. 


Missouri's 
Largest Fiduciary 


This company engages only 
in the trust business. It does 
no banking business. It ac- 
cepts no deposits. 

It administers more trust 
property than any other Mis- 
souri financial institution. 
It is the oldest trust com- 
pany in Missouri. 


For ancillary service in 
Missouri or Southwestern 
Illinois consult 


ST. LOUIS UNION 
TRUST COMPANY 


ST. LOUIS, MISSOURI 


Affiliated with the First National Bank 


If we are not so fortunate as to have 
a public relations department or a pub- 
licity man, we must proceed in a differ- 
ent manner in seeking the answers to our 
questions about news and methods. We 
should establish friendly relations with 
the editor and maintain a close contact 
with him. In the final analysis, the de- 
cision as to what is news rests with him 
—that is his business. 


But if we come to know him well, we 
can learn what he considers to be news 
or information, and be on the alert for 
the kind of stories he is seeking. He 
reports news, but he cannot report it if 
none is brought to his attention. Some 
will want us to pass along the factual 
information for them to write their own 
copy; others may prefer to have us write 
it up and send it to them. Newspaper 
men may be brutally frank, but they will 
be fair and honest. 


Example of Local Press Relations 


Approximately four years ago, the 
Trust men of Los Angeles reached the 
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conclusion that a collective effort should 
be made to obtain favorable publicity 
and to cooperate more closely and more 
actively with the local newspapers. 

We believed that this could be done 
best if we selected one person to handle 
the program. Fortunately, we were able 
to obtain the experienced services of Mr. 
Stanley Ikerd (then editor of the South- 
ern California Banker) who was favor- 
ably known in all newspaper offices as 
well as in all of our banks and trust 
companies. 

After determining upon the use of 
news stories and informative articles as 
the mediums best suited to the purposes 
of the program, Mr. Ikerd approached 
J. K. Baillie, financial editor of the Los 
Angeles Herald and Express, an evening 
paper with a circulation of 280,000 
among all classes in our community. 
With the approval of the publisher a new 
column appeared on the financial page on 
March 25, 1935, under the caption, 
“Trust Activities—News and Views,” in 
a space of approximately thirty column 
inches per week and has run each Friday 
since. 

The column carries the by-line of the 
financial editor and has become a popular 
financial feature with attorneys, invest- 
ment and insurance men, as well as the 
general public. 


Cooperation of Writer and Editor 


Informative articles believed by us to 
contain news of interest are submitted 
by Mr. Ikerd to Mr. Baillie. These 
articles are attributed to local trust men 
who are to be quoted and, of course, the 
suhstance is approved by them. The 
editor is the sole judge of the news value 
of the articles submitted, but Mr. Ikerd 
has come to such a knowledge of his 
views that little is rejected. 

Spot news is referred to Mr. Ikerd, 
who develops the story and makes the 
contact with the paper: All copy is 
cleared with the Trust Officer and the 
Public Relations man of the institution 
where the story originates. 

Although the Herald was the first 
paper to give generous space in its news 
columns to our activities and views, and 
is the only one that runs a regular fea- 
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ture column, the other papers cooperate 
freely and have made substantial con- 
tributions to the success of the program. 

Every trust institution has received 
direct benefits, evidenced by resulting 
business. That the program is success- 
ful and constructive is demonstrated by 
its continuance for four years. The 
numerous letters received by the papers 
from the reading public and the fre- 
quency of visits received from customers 
who come to us bearing clippings from 
the papers, support the belief that the 
public as a whole is obtaining news and 
information that it wants, but which 
might not be available except for this 
program. 


Current Information—from Experts 


One type of story that has appealed to 
newspapers in Los Angeles may be des- 
cribed as informative: for instance, when 
Regulation F was promulgated, we be- 
lieved that the papers would carry the 
news about more important effects. 

The story might have been presented 
in such a way as to portray trust insti- 
tutions as unprincipled looters of sacred 
funds, needing strict regulation if the 
trusting public was to be given any 
measure of protection against generally 
universal nefarious policies and prac- 
tices. 

The copy that we submitted, (used 
without any substantial change) treated 
the adoption of the new Regulation as 
a ratification of the soundness of the 
principles and standards previously enun- 
ciated by the Trust Division of the 
American Bankers Association, and em- 
phasis was placed on the fact that the 
Statement of Principles of Trust Insti- 
tutions had been given Governmental 
recognition through inclusion in the new 
Regulation. 

Articles have been submitted explain- 
ing the effect of new estate, inheritance 
or income tax legislation. On numerous 
occasions, our tax stories have been used 
as the basis of featured editorials. Al- 
though there may be no reference to 
trust companies in many of these news 
items or editorials, the appearance of 
each one is followed by a noticeable in- 
crease in inquiries for information from 
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wealthy individuals who want to review 
their wills in the light of the new tax 
laws. 


New trends in trust service; the pur- 
poses accomplished by each of the var- 
ious types of trusts; the trust uses to 
which life insurance may be put; cur- 
rent investment problems of a trustee— 
are all subjects that we have used effec- 
tively. 


Information, Please 


The news value is evidenced by the 
numerous letters to the editors seeking 
additional information. These letters 
may be followed by another article on 
the same subject, using a different ap- 
proach; or we may capitalize the present 
“Information Please” craze by including 
a group of questions with proper 
answers, in a single feature article. 


A second type of story is one that con- 
tains news of general reader interest but 
which ties in the name of a particular 
institution; e. g., a story about the dis- 
position of the estate of a prominent 
decedent. If what he did when alive was 
news, the papers are waiting for the will 
to be filed for probate when they will 
get the facts and present them to the 
interested public. The story will be run 
regardless of any action on the part of 
the trust institution that may be named 
as executor or trustee in the will. But 
it will be run accurately and probably 
with the name of the corporate fiduciary, 
if the story is prepared by it and re- 
leased for publication concurrently with 
the filing of the will for probate. 


The filing of an account covering the 
administration of a trust for the bene- 
fit of a highly regarded charitable organ- 
ization, offers another opportunity to sub- 
mit a news story of general interest. 
Decided cases involving taxes, property 
rights or similar matters affecting large 
cross sections of the public, can be used 
as a basis for a news story of this type. 


Informative articles and stories that 
include the name of a particular insti- 
tution have direct value. The indirect 
value may be illustrated by a story that 
was enthusiastically received for publi- 
cation in Los Angeles. 
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A Theory Becomes a Trust Story 


A certain individual had amassed sub- 
stantial wealth before he withdrew from 
active business and came te California 
to live. His already large fortune was 
augmented by profits derived from for- 
tunate investments in Los Angeles real 
estate. He called to see the Trust Of- 
ficer of the corporate fiduciary named in 
his will, to discuss certain changes that 
had been made by a new codicil prepared 
by his attorney. 


He explained that he entered business 
in a small way in a certain community; 
he prospered there and over a period of 
years, had moved from place to place, 
finally coming to California. 


The natural objects of his bounty 
being in very comfortable circumstances, 
his will contained trusts for the benefit 
of charitable institutions located in the 
communities where he had accumulated 
portions of his wealth. Percentages had 
been carefully worked out by him on his 
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theory of distributing benefits in pro- 
portion to his gains in such communities. 
He expressed his conviction that all men 
in positions similar to his should adopt 
that theory. 

The trust officer sensed the news value 
and inquired if he would like to be in- 
terviewed by the paper so that his ideas 
might be published for the information 
of others possessed of substantial wealth 
and who might be influenced to follow his 
example. His response was enthusiastic. 
A meeting was arranged and reporters 
from all of the local papers were present. 
The story was featured in each paper 
and was carried by the wire services to 
papers throughout the country. 

The story did not include the name of 
any institution, but it pointed out the 
necessity of selecting a trustee having 
stability and continuity of existence. 
The appreciation of the newspapers was 
evidenced by their subsequent willing- 
ness to use our copy with greater fre- 
quency. 


You Can’t Buy Good News 
Newspaper publicity should not be 


sought for the purpose of obtaining free 


advertising. Editorial wastebaskets 
come in large sizes to receive the effu- 
sions of copy writers who forget that 
important fact. Each supplements the 
other, but our sales appeal belongs in 
our advertising copy and has no place 
in news stories or informative articles. 

The institution that expects to make 
the reading columns with its news stor- 
ies must first make “news.” The news 
value of what it does and what it says 
bears a direct relationship to how well 
it is known. To be well known, it must 
be well advertised. For this reason, we 
should never overlook the necessity for 
a liberal appropriation in our budget for 
newspaper advertising. And definitely 
greater value may attach to an unsched- 
uled advertisement that is happily timed 
with a favorable news story. 

But substantial advertising expendi- 
tures give us no right to expect, much 
less to demand, the publication as news 
of what is easily recognized by the editor 
as a “press agent’s plug.” 
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And could we expect his kindly con- 
sideration when the unfortunate hap- 
pens and, from the outside, he gets wind 
of a story of sensational interest, but 
which places us in an unfavorable light? 
If we have been fair and helpful in our 
dealings with him, giving him usable 
stories full of real news, may we not 
expect him to give us an opportunity to 
tell him our side and to rely upon him 
to be fair to us in writing his copy? 


Outside and Inside Suppression 


We should never ask an editor to sup- 
press any news. His job is to get news 
and print it. If a story looks bad, give 
him the facts and ask his friendly coop- 
eration. But be sure to give him all the 
facts. If our position is tenable, the 
story that he writes will be far less dam- 
aging if we give him the complete story 
than it may be if he has to go to the 
other side to develop the part that we 
withhold from him. 


Too often in the past, the value of the 
constructive work the publicity men in 
our own institutions have done has been 
underestimated. When they have come 
to us for stories, they have received little 
or no assistance. They have found us 
not only unwilling to volunteer anything, 
but on occasion, positively antagonistic 
in our resistance to the use of stories 
known by them the exist. We have 
either discounted their worth to us, or 
we have been indifferent in recognizing 
the true dollar value of their services. 
We should assign, in the future, a great- 
er value to the accomplishments of, and 
cooperate more actively with, these men. 


[And while we are on the subject may we 
not too humbly add the suggestion that 93rd 
and subsequent carbon copies never be sent 
to any editor whose good-will is desired. 
Their reading task is difficult enough, their 
eyes as valuable as any, and besides, the 
almost illegible carbon copy of release may 
occasion undesirable mistakes.—Editor’s 
Note] 


“There is no more mischievous form of 
privilege than giving equal rewards for un- 
equal service and denying the great reward 
to the great service.”—-Theodore Roosevelt 





Uniformity in Transfer of Registered Securities 


Three Suggestions for Legislation Simplifying Requirements 
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HERE is an unfortunate lack of uni- 

formity in the work of transferring 
shares of stock and it is highly desir- 
able, both from the standpoint of the 
stockholders and the transfer agents, 
that this work be placed on a more prac- 
tical and uniform basis. (My references 
to “transfer agent” will include corpora- 
tions that transfer their own stocks). 

The lack of uniformity in some in- 
stances is created by reason of conflicting 
statutes and court decisions in various 
jurisdictions and in others by the indiv- 
idual interpretations placed on those sta- 
tutes and court law by transfer agents 
and their attorneys. 

It is not my purpose to discuss state 
statutes that involve variations in pro- 
bate procedure, such as some states’ re- 
quiring court orders for a sale by an 
executor, but rather the statutes of some 
states that charge corporations under 
their jurisdiction with the responsibility 
of determining that inheritance taxes 
have been paid and creditors within their 
state protected. 

Specifically, the statutes that have re- 
sulted in lack of uniformity are those 
that require a corporation, in the trans- 
fer of securities from the name of a de- 
cedent, to demand an inheritance tax 
waiver from the state in which it is in- 
corporated regardless of the fact that 
no inheritance tax may be payable; 
secondly, those statutes which were ap- 
parently designed to protect creditors of 
that state but which are generally con- 
ceded to be of practically no value for 
that purpose. 

Prior to 1932, the majority of states 
collected inheritance taxes on the trans- 
fer of stock from the names of dece- 
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dents, irrespective of residence, and en- 
forced collection by placing the respon- 
sibility for obtaining proof of payment 
on the corporations organized under the 
laws of those states. This resulted in 
the transfer agent’s being forced to re- 
quire an inheritance tax waiver from 
such states for the protection of the 
corporation. 

In 1932 the United States Supreme 
Court decided, in what is commonly 
known as the Haskell case, that with a 
minor exception a state could not re- 
quire the payment of inheritance tax 
upon shares owned by a non-resident 
decedent in a corporation of that state. 
Accordingly, many states advised that 
inheritance tax waivers would no longer 
be required in support of transfers from 
the name of a non-resident decedent of 
the state. Other states either failed to 
amend their statutes or reserved the 
right of passing upon the question of 
residence for themselves. 


Waiver Requirements Differ 


AM informed that thirty states re- 
quire waivers in the case of resident 
decedents. Sixteen of these, together 
with three others, also require them in 
the case of non-resident estates; one 
state requires them only in the case of 
a deceased non-resident of the United 
States, while apparently in some four- 
teen states there are no laws whatever 
requiring corporations to obtain waivers 
before permitting transfer of their stock. 
Why are inheritance tax waivers re- 
quired at all? The thoughtless answer 
is that the laws and regulations of many 
states have placed the corporation under 
a duty to assist in the collection of in- 
heritance tax, but at best this procedure 
reaches only part of the assets of an 
estate. Administrators and executors 
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are bound by law to collect the assets 
and report them under oath and it would 
seem doubtful that the state would suf- 
fer any loss by reason of the repeal of 
the statutes which make third parties 
virtual tax collectors. Perhaps it is not 
too much to hope that this view may 
eventually be adopted by our legislators. 

The state of New Jersey, for example, 
has a peculiar statute, which, in effect, 
compels corporations of that state to re- 
quire an inheritance tax waiver before 
transferring shares, not only when the 
owner is deceased, but when a decedent 
has acted in a fiduciary capacity, or has 
been the beneficiary of a trust, if the 
decedent is named in the registration of 
the shares and dies a resident of the 
state of New Jersey. 

Missouri corporations are bound by a 
statute that requires, to effect transfer 
from the name of a non-resident dece- 
dent, that a proceeding be instituted in 
a probate court in Missouri and that ad- 
vertisements be placed in certain publica- 
tions for a period of six months. This 
usually results in the retention of an 
attorney in Missouri to comply with the 
terms of the statute. The advertising 
requirement may be satisfied by placing 
notice in the local papers. Such adver- 
tising is of questionable value as notice 
to possible creditors throughout the 
state and this delay can be a hardship 
to an estate desiring to sell the stock. 


Certificate of Appointment Necessary 


ENNSYLVANIA has a statute that 
requires the executor or administra- 
tor of a non-resident decedent’s estate 


to file a certificate of his appointment 
with the Register of Wills in the county 
in which the principal office of the corpo- 
ration is located, together with an <affi- 
davit that there are no debts due from 
the estate to any resident of the state. 
This statute also applies to trustees, 
guardians of minors, and committees for 
incompetents, foreign to Pennsylvania, 
in transferring assets of their respec- 
tive estates. Transfer agents must 
withhold transfer until they have been 
furnished with evidence of compliance 
with this statute. 


The laws of Texas are such that some 
attorneys of that state generally advise 
the corporation they represent to require 
ancillary administration in Texas, and 
to effect transfer of shares from the 
name of a deceased non-resident only 
upon the order of the legal representa- 
tive of the estate appointed by their 
courts. 


Recently an executor of a New Jersey 
estate was endeavoring to transfer to his 
name as executor, certificates of stock 
in six corporations, each incorporated in 
a different state, all registered in the 
name of the deceased and transferable 
at the offices of six separate transfer 
agents. 


While each agent required the usual 
certified copy of the will, probate court 
certificate and affidavit of residence, to 
the amazement of the executor additional 
requirements were demanded by all, with 
the exception of the agent for the Dela- 
ware Corporation, and in no two in- 
stances were these additional require- 
ments the same. 


The transfer agent for the Missouri 
corporation requested a Missouri waiver 
and evidence of compliance with Sec- 
tion 273 [re claim advertising] of the 
Missouri statutes. Ohio and Illinois in- 
heritance tax waivers were requested by 
the corporations organized in those 
states. The Pennsylvania corporation in- 
sisted upon a release from the Register 
of Wills. The Texas corporation re- 
quested ancillary letters of administra- 
tion and a Texas inheritance tax waiver. 
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Uniform Laws Adopted 


CONSIDERABLE amount of valu- 

able work has been done toward un- 
iformity of requirements by the National 
Conference of Commissioners on Uni- 
form State Laws. The two statutes of 
chief interest here are the “Uniform 
Stock Transfer Act” and the “Uniform 
Fiduciaries Act.” The former deals 
primarily with the rights between the 
transferor and the transferee of stock 
certificates, giving shares of stock much 
of the attributes of negotiability similar 
to the rights pertaining in the law to 
negotiable instruments, while the latter 
relates chiefly to the responsibilities of 
third parties dealing with fiduciaries and 
is intended to do away with some of the 
strict rules of liability laid down by the 
courts that might make an innocent party 
responsible in the case of a breach of 
trust by the trustee. 


Under the rules as laid down by the 
courts, transfer agents are required to 
examine copies of wills, trust instru- 
ments, court orders and other documents, 
as the case may be, before feeling free 
to act upon the orders of a fiduciary. 


As a result, they have found it necessary 
to ask for supporting papers of this na- 
ture in which the transfer agents have 
no interest but which are expensive to 
furnish, expensive to review and in gen- 


eral, serve little useful purpose. The in- 
tention of the act is to permit the trans- 
fer agent to transfer shares of stock or 
other registered securities upon an en- 
dorsement by a fiduciary accompanied 
merely by proof of his appointment, 
without other supporting papers of auth- 
ority, so long as there is no actual no- 
tice of breach of trust to the transfer 
agent. 


While this act has not been generally 
adopted by the different states, a good 
many have either adopted it or statutes 
Similar in purport. In Massachusetts, 
for instance, I understand that the act 
passed by that state is well regarded by 
many of the transfer agents there and 
has considerably simplified fiduciary 
transfers. A statute along these lines 
has also been adopted in New York State, 
but many attorneys familiar with the 


201 


“REPRODUCE, with DUOSTAT,” 


Trust Agreements, with signatures; Wills, 
Testamentary papers; Statements of Ac- 
counts; Income reports; Letters or any- 
thing printed, written or drawn. It is 
portable. No dark room is necessary. Any 


one can operate it. It is not expensive. 


Write for information. 


DUOSTAT COMPANY OF 
AMERICA, Ine. 


303 Fifth Avenue New York, N. Y. 











problems of the stock transfer agent 
consider it insufficient to accomplish the 
results intended, and it is to be hoped 
that this statute may eventually be suit- 
ably amended. 

Some attorneys have raised the ques- 
tion as to the sufficiency of any statute 
along these lines except where the sta- 
tute or statutes similar in purport are 
in force not only in the state where the 
transfer agent effects the transfer, but 
also the state in which the corporation 
is organized and the state of the situs of 
the trust. Thus, the more states that 
adopt carefully drawn statutes on this 
question, the better will this phase of the 
situation become. 


Self-Regulation 


FFORTS toward uniformity have 
also been undertaken in another way. 
In New York City, for instance, we have 
the New York Stock Transfer Associa- 
tion, organized some twenty years ago 
by the leading banks and corporations 
here for the primary purpose of stand- 
ardizing the transfer requirements of its 
members. Today, its membership ex- 
tends to many of the leading banks and 
corporations throughout this country 
and Canada and it is estimated that this 
membership handles ninety per cent of 
the shares of stock transferred annually. 
The uniform requirements adopted by 
the association are published in the 
“Stock Transfer Guide and Service.” 
Much has been accomplished through 
the efforts of the association during the 
past years, such as revision and clarifica- 
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tion of transfer tax relations; adoption 
of a standard form of guaranty of signa- 
ture; acceptance of certified copies of 
trust instruments instead of the orig- 
inal copies, and the adoption of uniform 
rules to permit prompt transfer of collat- 
eral held by banks, including receiver- 
ship cases. 

Long before the Haskell case decision, 
the efforts of the association were to a 
large degree instrumental in the enact- 
ment by New York State and other near- 
by states of what has been termed the 
reciprocal death tax exemptions statutes. 
At present, the association is giving con- 
siderable thought and study to changes 
necessary in the Federal and New York 
State transfer tax laws, with the idea of 
uniformity. 


A Difficult and Technical Job 


HE transfer agents have been the 

_ subject of a considerable amount of 
criticism, and sometimes abuse, on the 
ground of being unreasonable and un- 
duly technical in their requirements. For 
the most part, I believe they are inno- 


cent victims. We cannot overlook the 
burden of responsibility placed upon a 
corporation when it takes the irrevocable 
step of transferring and depriving the 
registered holder of his evidence of title 
to the securities. Our Federal courts at 
one time held that the corporation 


“... is bound to use reasonable diligence 
in every case to ascertain whether or not 
a transfer requested is duly authorized 
by the former owner, to make those 
transfers that are so authorized and to 
prevent those that are not authorized; 
and for every breach of this obligation 
it is legally liable to the persons injured 
for the damage it thus inflicts.” 


Many losses have been sustained by 
corporations’ making transfers of secur- 
ities on their books that the courts have 
later held to have been in law unauthor- 
ized. In Indiana, for instance, the court 
held a corporation liable for effecting a 
transfer by way of sale upon the order 
of the administratrix of an estate, sup- 
ported by an order of the court author- 
izing sale, because it turned out that the 
sale was made on credit rather than for 
cash. 

In many cases the courts have held 
that a corporation transferring stock on 
the order of an executor is on notice that 
there is a will and that any transfer 
which it effects without an examination 
of the will is done at its peril; so the 
corporation must, within reason, pro- 
tect itself, and this duty falls on the 
transfer agent, which daily is required 
to determine the sufficiency or insuffi- 
ciency of the documents furnished to 
support a given transfer and to take 
a position either way at considerable 
risk. 

Employing Competent Counsel 


HUS it has become customary for 

transfer agents to employ attorneys 
who make a specialty of the laws govern- 
ing this work, and they must constantly 
keep themselves informed not only of 
new court decisions but new statutes and 
regulations continually being issued by 
governmental agencies. Lawyers may 
well disagree on the same subject. This, 


_in many instances, is responsible for 


the variation in the requirements of one 
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transfer agent as compared with those 
of another, even though both may be act- 
ing for the same corporation but for 
different classes of stock. 

Likewise, it is not unusual practice for 
some corporations to insist upon the 
examination and approval of all fiduciary 
or so-called legal items by their own 
counsel, and then you often have situa- 
tions in which the transfer agent’s coun- 
sel rules one way and the corporation’s 
counsel another. In such cases, the 
transfer agent must abide by the instruc- 
tions of its principal. The average lay- 
man is willing to fix the blame for these 
inconsistencies on the transfer agent, un- 
fortunately in many cases the agent has 
no opportunity to defend his position. 

I am convinced that the progress to- 
wards uniformity can continue not alone 
through the efforts of the stock transfer 
agents acting through their association 
but, more important, by statutory amend- 
ments in the various states particularly 
along three lines. First, the elimina- 


tion of the requirements of certain states 
for the obtaining of tax waivers where 
no inheritance tax is collectible, and 
possibly the eventual elimination of all 
waivers; secondly, the repeal of those 
statutes which were passed with the ob- 
vious intention of protecting local cred- 
itors of foreign estates; and thirdly, the 
adoption by all of the states of a care- 
fully drawn statute to liberalize the pre- 
sent strict rules of the liability of the 
transfer agent laid down by early court 
decisions. 


Lathrop for A. B. A. Post 


Feeling that it is high time for a Pacific 
Coast banker to be represented among the 
ranking officials of the American Bankers 
Assn., the independent bankers of the 
Twelfth Federal Reserve District have 
unanimously drafted A. L. Lathrop, vice 
president Union Bank & Trust Co., Los 
Angeles, to become a candidate for the sec- 
ond vice presidency. Mr. Lathrop, who has 
consented to run, is already active in the 
association, particularly the trust division. 





Uniform Common Trust Fund Act 
Statute Recommended For Enactment in All States 


HE Uniform Common Trust Fund 

Act is now in officially final form, 
ready for adoption by state legislatures 
throughout the country. The American 
Bar Association on January 10, 1939, 
gave its approval to the draft accepted 
by the National Conference of Commis- 
sioners on Uniform State Laws at its 
annual conference in July 1938. The 
text of the Act follows together with ex- 
tracts from the prefatory note. 


Prefatory Note 


The Uniform Common Trust Fund 
Act is a simple enabling statute suitable 
for adoption by any state which is will- 
ing to permit banks and trust companies 
to set up one or more common trust 
funds. The Uniform Act does not set 
out in detail the restrictions on the oper- 
ation of such common trust funds, except 
that they must be composed of invest- 
ments legal for trusts in that state. The 
reason for not covering in this proposed 
Uniform State Act the details of the 
operation of such a common trust fund 
is that as a practical matter such details 
are covered by the regulations issued by 
the Federal Reserve Board which went 
into effect December 31, 1937. 

Every bank or trust company, whether 
a national or a state institution, will have 
to operate its common trust funds in ac- 
cordance with the Federal Reserve Board 
Regulations if it wants to escape the fed- 
eral corporation income tax, and the dif- 
ference between such tax and the indi- 
vidual income taxes assessed against the 
different beneficiaries of the trusts would 
be so great that no trustee could afford 
to operate its fund otherwise than in ac- 
cordance with the Federal Reserve Board 
regulations. 


Text of Act 


SECTION 1. (Establishment of Com- 
mon Trust Funds.) Any bank or trust 
company qualified to act as fiduciary in 
this state may establish common trust 


funds for the purpose of furnishing in- 
vestments to itself as fiduciary, or to 
itself and other, as co-fiduciaries; and 
may, as such fiduciary or co-fiduciary, 
invest funds which it lawfully holds for 
investment in interests in such common 
trust funds, if such investment is not 
prohibited by the instrument, judgment, 
decree, or order creating such fiduciary 
relationship, and if, in the case of co- 
fiduciaries, the bank or trust company 
procures the consent of its co-fiduciary 
or co-fiduciaries to such investment. 

SECTION 2. (Court Accountings.) 
Unless ordered by a court of competent 
jurisdiction the bank or trust company 
operating such common trust funds is 
not required to render a court account- 
ing with regard to such funds; but it 
may, by application to the [ ] 
court, secure approval of such an ac- 
counting on such conditions as the court 
may establish. 

SECTION 3. (Uniformity of Interpre- 
tation). This Act shall be so interpreted 
and construed as to effectuate its gen- 
eral purpose to make uniform the law 
of those states which enact it. 

SECTION 4. (Short Title). This Act 
may be cited as the Uniform Common 
Trust Fund Act. 

SECTION 5. (Severability). If any 
provision of this act or the application 
thereof to any person or circumstances 
is held invalid, such invalidity shall not 
affect the other provisions or applica- 
tions of the Act which can be given effect 
without the invalid provision or applica- 
tion, and to this end the provisions of 
this Act are declared to be severable. 

SECTION 6. (Repeal.) All acts or 
parts of acts which are inconsistent with 
the provisions of this Act are hereby re- 
pealed. 

SECTION 7. (Time of Taking Effect.) 
This Act shall take effect [ ] 
and shall apply to fiduciary relationships 
then in existence or thereafter estab- 
lished. 
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Trust Business In Canada 


Powers, Procedure and Policies of Proven Success 


R. P. JELLETT 
General Manager, The Royal Trust Company, Montreal, Canada 


HE Trust Companies in Canada are 
separate entites from the banks as 
the latter are not permitted to own 
shares in Trust Companies. There is, 
however, a close relationship between 
certain of the banks and Trust Compan- 
ies. This arises from the fact that in 
these cases the banks, while having no 
stock interest and admitting no respon- 
sibility, do, in the eyes of the public at 
least, give a practical guarantee of effi- 
cient management in the particular com- 
panies associated with them through the 
fact that the directors of the two asso- 
ciated institutions are largely the same. 
The granting of power to corporations 
to act as Executor and Trustee is con- 
fined to Trust Companies, and not ex- 
tended, as in England, to other corpora- 
tions such as banks and insurance com- 
panies. 


Powers of Trustees 


Trust Companies in Canada may be 
incorporated under the laws of the Do- 
minion of Canada or any of its Prov- 
inces, the powers granted being much 
the same in any case. They include the 
power to act as Executor, Trustee, Trus- 
tee for Bond Issues, Transfer Agent and 
Registrar, Investment Agent, and Agent 
or Attorney for the transaction of bus- 
iness, the management of Estates, the 
investment and collection of moneys, the 
handling of Real Estate and Mortgages, 
and the taking of all kinds of personal 
property for deposit and safe-keeping, 
and to make loans thereon; to guarantee 
investments, to receive money on deposit, 
and to allow interest thereon. 

Some of the Companies are also auth- 
orized to give bonds for the faithful per- 
formance of any contract and to become 
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surety for any bond required in judicial 
proceedings. They are prohibited from 
lending on the security of bills of ex- 
change or promissory notes, and, con- 
sequently, do not do a commercial loan- 
ing business. 

The moneys and securities of each 
trust must be kept distinct from those 
of the Company and in separate accounts, 
and may not form part of or be mixed 
with the general assets of the Trust Com- 
panies, and such trust moneys and secur- 
ities are not liable for the ordinary debts 
and obligations of the Trust Companies. 

The acceptance of deposits in what 
might be termed savings accounts, sub- 
ject to withdrawal by cheque, is a com- 
mon practice with most of the Canadian 
Trust Companies, although two of the 
largest refrain from doing this, prefer- 
ring to confine themselves strictly to Ex- 
ecutorships, Trusteeships, and Agencies. 
This preference may be influenced by the 
fact that these particular companies are 
those most closely associated with their 
relative banks. 


Cost Accounting and Branch Offices 


Through devoting themselves to Trust 
Business, Canadian Companies arrive at 
a rough and ready form of cost account- 
ing. The revenues and charges of the 
various departments into which the bus- 
iness is divided are kept separate, but I 
do not think that any of the companies 
have gone into a thorough cost account- 
ing system. They know the direct profit 
or loss at each branch and in each class 
of business undertaken, but do not at- 
tempt to distribute among the branches 
and the departments important items of 
overhead expense such as the salaries of 
the chief executive officers, the fees of 
the boards of directors, and the expenses 
of maintaining the head offices. 
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From my experience, I should say that 
the branch offices, which the larger com- 
panies have established in major cities, 
apart from the head office, are carried at 
a comparatively small profit. Their 
chief advantage lies in increasing the 
business and prestige of the company 
and the number of its clients, providing 
a country-wide field for investments and 
experience therein, and extending the 
benefits of corporate trusteeship to all 
parts of the country. 

The system also provides additional 
facilities for training men and advancing 
them by transfer from branch to branch 
when opportunities offer. The Trust 
Companies in Canada are only now start- 
ing to make progress in providing pen- 
sion funds for the super-annuation of 
their staffs, and the drain on the com- 
pany’s resources should ultimately be 
taken care of by contributions equally 
by the company and its employees. 

The banks and those Trust Companies 
which take savings deposits are in active 
competition with each other, and the 
Trust Companies have attracted deposits 
($83,839,369.02 in June 1938) largely 
through allowing rates of interest which 
are % of 1% higher than those allowed 
by the banks. 


Management and Committee Work 


As a fairly typical Canadian Trust 
Company, I shall outline the manner in 
which my Company is organized. We 
have a Board of Directors which, by our 
By-laws, may consist of from 15 to 30 
members, and has at present 24. By its 
Charter and By-laws the Directors are 
authorized to delegate their powers to 
an Fixecutive Committee of not less than 
three and not more than five of the 
Directors, of which the President shall 
be one. This Executive Committee meets 
with the three senior active officers of 
the Company once or twice in each week 
according to the requirements of the 
business. 

It considers proposals brought before 
it by the General Manager’s Committee 
for new investments and changes in in- 
vestments for clients, the purchase and 
sale of real estate, and sundry matters 
which the General Manager considers to 
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be of sufficient importance to require the 
decision of the Executive Committee. 

The General Manager’s Committee con- 
sists of the three senior executive officers 
of the Company, (General Manager, 
Assistant General Manager and Super- 
intendent of Branches) the Supervisor 
of Investments, and the heads of the 
two major operating departments of the 
Company: the Estates and the Person- 
al Trusts Departments. 

These proposals are presented to the 
Executive Committee in the form of min- 
utes of the General Manager’s Commit- 
tee, and their approval as presented or 
as modified by the Executive Committee 
is recorded. 

At each branch of the Company a local 
Advisory Board of prominent, exper- 
ienced, and well-to-do citizens is appoint- 
ed. The minutes of these local Advisory 
Boards take the form of recommenda- 
tions and are subject to the considera- 
tion, approval or amendment of the Ex- 
ecutive Committee. 

The Branch Managers, as Secretaries 
of the Advisory Boards, correspond with 
the General Manager at Montreal, who 
really directs the operations of the Com- 
pany, subject always to such general or 
specific instructions as he may receive 
from the Board of Directors, or the 
Executive Committee. The Board of 
Directors meets monthly, the chief bus- 
iness at such meetings being to receive 
a report of the proceedings of the Exec- 
utive Committee and to deal with such 
matters as may be brought to them. 


Controlled Market of Trust Company 
Stock 


An interesting feature of the capital- 
ization of some of the leading Trust 
Companies in Canada is that they have, 
by their Charters, the right to acquire 
any of their shares at any time offered 
for transfer, or for transmission upon 


the death of a shareholder. The price 
at which the Company may acquire such 
shares is estimated and established by 
the shareholders at each annual meet- 
ing, and such price is effective through- 
out the following year. 

This means that in these Trust Com- 
panies the only market for their shares 
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is through the companies themselves. 
The power is exercised to a greater or 
less extent in almost every case where 
shares thus become available. 


As a matter of principle, a Trust Com- 
pany should not hold its own shares for 
its own account except for a short per- 
iod pending their re-sale, and conse- 
quently those purchased are promptly 
sold in small lots to other shareholders, 
and to new shareholders who are likely 
to prove of benefit to the Company 
through their influence and goodwill. 
Thus the original large holdings are 
being continuously broken down, which 
gives the advantage of a greatly en- 
larged list of shareholders. 


Guaranteed Mortgage Losses 


The Trust Company business in Can- 
ada has been profitable and would have 
been much more so for most of the Com- 
panies if they had not made a practice, 
in the past, of receiving money for in- 
vestment in Western farm mortgages 
and guaranteeing repayment with a fixed 
rate of interest. The difference between 
the rate called for by the mortgages and 
the rate guaranteed was substantial and 
a lot of money appeared to have been 
made in the process but, unfortunately, 
the over-development of wheat growing 
in Western Canada, the glut of wheat in 
the world market, the low prices result- 
ing, and the attacks made by drought 
and plant diseases, assisted by ill-ad- 
vised legislation in the way of moratoria, 
debt adjustment, and the granting of 
prior liens for certain forms of relief, 
has meant that these companies have 
had to take up for their own account 
most of these guaranteed investments. 
However, the reserve funds have been 
ample to absorb the large losses, and the 
companies are in strong financial stand- 
ing. 


Political-economic theories in one of 
our most favored Western Provinces 
have reached a world-high in fantastic 
impracticability based upon so-called So- 
cial Credit. The Social Credit forces 
have sought, by attacking the banks and 
financial institutions of the country, to 
distract attention from their conspicuous 
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In 1939 — not 29! 


At these galleries, only a few 
weeks ago, Gilbert Stuart’s fine 
portrait of Commodore John Barry 
brought $30,000 at public sale by 
auction. yy To you level-headed 
owners of fine art or literary prop- 
erty and you administrators of 
such estates who contemplate sell- 
ing but have been “holding off for 
better times” we submit that such 
a fact demonstrates more clearly 
than any words of ours that the 
time to sell is Now, the place to 


sell is HERE. 





failure to create a new Utopia. This we 


trust is a passing phase. 


Earnings and Asset Statistics 


The best basis for stable earnings has 
been found by the Canadian Trust Com- 
panies to be in the Executor and Trus- 
tee Department, even though the fees 
obtainable are not commensurate with 
the work and responsibility involved. 

In all the Provinces except Quebec, 
the fees chargeable by Executors are 
settled by the Courts upon the passing 
of the accounts. There have been very 
few instances in which the accounts of 
a corporate executor have been sur- 
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charged for the benefit of the heirs, 
which shows that the Judges have not 
been too ready to hold the Trust Com- 
panies accountable where they held Com- 
mon Stocks through the depression in 
cases where they have been able to prove 
diligence and good faith. 

The province of Quebec is unique in 
that it has not provided Surrogate 
Courts, nor made provision for the pass- 
ing of accounts and the remuneration 
of Executors. In that Province the Exec- 
utors account directly to the heirs from 
whom alone they can obtain discharges. 

Executors and Trustees in Quebec are 
required to act gratuitously unless the 
Will or instrument of trust provides spe- 
cifically for their remuneration. The 
Trust Companies are exempt from the 
effect of this law because they are speci- 
fically authorized by their Charters to 
charge for their services. As private 
executors may not charge for their ser- 
vices, we are spared, in Quebec, the pain- 
ful situation in which the corporate exec- 
utor does all the work and has to share 
the fees with co-executors. whose duties 
have been comparatively nominal. 

Trust Companies in Canada have also 
become an important factor in the real 
estate field, their active real estate de- 
partments dealing with the purchase and 
sale of all types of real property, its 
rental, management, repair and improve- 
ment. Substantial fees are earned in 
these departments. 


Resources 


There are about 58 Trust Companies 
operating in Canada. Their aggregate 
paid up capital is $26,831,000.00, with 
balance sheet reserve funds of $16,017,- 
000.00, behind which there are undoub- 
tedly substantial undisclosed reserves. 
The net profits of the companies report- 
ing to the Ontario Government, which 
issues the most complete trust statistics, 
amounted at the end of 1937 to $2,309.- 
000. This represents the gross revenues 
less charges and incomes taxes; dividends 
paid in that year totalling $1,855,944. 
The guaranteed accounts of these com- 
panies amounted to $141,000,000. and the 
assets under administration to $2,363,- 
000,000. 
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Public Relations 


The Companies maintain active ad- 
vertising campaigns, which are national 
in scope in the case of companies doing 
a branch business. The Companies have 
tried supplementing their individual ad- 
vertising by joint advertising, the ex- 
pense of which they shared proportion- 
ately. This met with some success, and, 
while it is not being done at present, will 
probably be taken up again from time 
to time in the future. 

The Trust Companies eschew the mak- 
ing of Wills and the preparation of Trust 
Deeds, believing that this is the proper 
function of the lawyers and notaries, and 
that it is often difficult enough to satisfy 
the heirs with one’s administration un- 
der a Will or Trust Deed drawn by those 
best qualified for the work, without hav- 
ing to take on the onus of responsibility 
for the terms in which the Will or Trust 
Deed is expressed. 

I might refer to a rather new and 
profitable field of operation in providing, 
through the Trust Companies, for the in- 
corporation, with due legal assistance, of 
personal holding companies, the supply- 
ing of directorates to them and the man- 
agement of their affairs. Such compan- 
ies have attracted the attention of men 
of means living outside the country who 
wish to put a bit of their fortunes into 
such form, and of wealthy Canadians who 
may properly obtain through such in- 
corporation freedom from Succession 
Duties in other Provinces and countries 
than that in which they live and in which 
their personal holding companies oper- 
ate. 

Succession Duties are levied only by 
the Provinces; the Federal Government 
having left this field of taxation to them. 
Such personal holding companies have 
no effect for Canadians in the matter of 
income taxes, as the Government disre- 
gards the existence of such companies 
and incorporates their incomes with 
those of the owners of their shares. 


George Horace Lorimer, former editor of 
the Saturday Evening Post left an estate 
valued at more than $10,000,000, according 
to an inventory and partial accounting filed 
on January 23. 





Voting Trusteed Stock 


Policy of Action Urged for Corporate Trustees 


RALPH H. SPOTTS 
Associate Counsel, Title Insurance and Trust Company, Los Angeles 


S I view it, in adopting the State- 

ment of Principles of Trust Insti- 
tutions* we have discarded, as the test 
of our trust administration, the care of 
the ordinarily prudent man in the man- 
agement of his own affairs; and have 
substituted the new and higher test of 
the care a prudent man familiar with 
the particular matters would exercise as 
trustee of the property of others. 


The voting of stock is our participa- 
tion in the management of the corpora- 
tion. Some courts say the shareholder 
in every corporation assumes a double 
duty: to the public, in seeing that the 
corporate acts shall conform to law, and 
to other investors, in seeing that corpo- 
rate acts shall work them no injustice. 
While recognizing that the voting of 
stock for the general welfare of the corp- 
oration is a duty each stockholder owes 
his fellow stockholder, some courts con- 
cede that he may shirk it, perhaps, by 
refusing to attend stockholders’ meet- 
ings, or by declining to vote when called 
upon. 


Review of Present Practices 


Some trustees feel justified in ignor- 
ing annual meetings at which directors 
are to be elected and routine corporate 
business transacted, if the stockholding 
is relatively small. Some may arbitrarily 
fix the minimum at one per cent of the 
issue; others require a holding of not 
less than one or two hundred shares. 
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For brevity, this discussion is limited to trusts 
in which the corporate trustee alone has full 
Management. But much that I say is applicable 
to the excluded fiduciary functions, subject always 
to the terms of the trust and applicable state law. 


*Adopted in 1933 by the Trust Division of the 
American Bankers Assn. 


‘tent of their legal ability. 


Other trustees adopt the general policy 
of not giving any proxies, either general 
or limited, regardless of the amount of 
stock held. This policy is based upon 
one or more of these reasons: amount 
of stock held is negligible; authority to 
vote stock is not specifically conferred 
by the trust agreement; lack of legal 
power to delegate discretionary power 
and authority of trustee; fear of the so- 
called “whitewashing” resolutions; lack 
of entire familiarity with the company’s 
management; and maintenance of neu- 
trality in proxy fights. 

Unclassified is the comment of one 
trust officer who says, “If I don’t vote, 
I can’t be hurt; and if I do vote, I don’t 
know whether I’ll be hurt or not”; and 
I smile at the equal frankness of the 
trust man who says the dropping of a 
proxy request in the wastebasket always 
leaves him with a guilty conscience. 
There are exceptions to this general 
policy; trust stock is voted, in person or 
by proxy, if the meeting be held in the 
immediate vicinity, or if the corporation 
and its management be well and favor- 
ably known to the trustee, or if repre- 
sentation be urgently or repeatedly re- 
quested. 

Then we have those institutions who 
say that voting is a responsibility natur- 
ally attaching to stock ownership. They 
make every effort to encourage and coop- 
erate with good management to the ex- 
They say 
the real duty of the fiduciary is to look 
into each situation, weigh the facts and 
circumstances and use proper judgment. 


Reactions of Corporations Themselves 


On the credit side of our fiduciary 
ledger, corporation officers enter these 
items; corporate trustees are fully ap- 
preciative of our quorum problems and 
are thoroughly willing to cooperate; they 
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are most helpful and cooperative; we re- 
gard most corporate trustees as friendly, 
believing they are more than ordinarily 
familiar with the problems of manage- 
ment, and accordingly, sympathetic to 
our requests for proxies. 

But, here are some of their entries in 
the debit column of our ledger: corpo- 
rate trustees, in general, appear reluc- 
tant or indifferent to execute proxies; 
fair degree of cooperation from corpo- 
rate trustees; we go to a great deal of 
trouble and expense to get the larger 
holders, such as stock brokers, banks 
and trust companies, to send in their 
proxies promptly; if all shareholders 
sent in proxies in the same ratio as do 
fiduciaries, we would be unable to get a 
quorum; a substantial number of corpo- 
rate trustees completely disregard our 
requests for proxies, others are unwill- 
ing to vote on any matter except the 
election of directors. The statement of 
one corporation summarizes: 

“Because the number of our shares held 
by corporate trustees is now substan- 
tial, and is growing yearly, these ten- 
dencies make it increasingly difficult to 
secure the votes necessary to transact 
business at stockholders’ meetings, a 
condition which, if not improved, can be 
alleviated only by reducing the quorum 
needed to conduct normal business at 
stockholders’ meetings.” 


Rational Policy Needed 


Each trust institution must believe 
that its ‘stock voting policy is in the 
interests of its beneficiary. The trustee 
who has not been “voting conscious” 
states correctly that he has not incurred 
any liability by his inaction. On the 
other hand, the trustee who has been 
“voting conscious,” states correctly that 
he has not been surcharged because of 
his affirmative action. 

Nevertheless, in view of the increasing 
amount of stock in our investment port- 
folios, is it not necessary that there be 
found some common ground on which to 
base greater uniformity of practice? 
Something is wrong with any rule or 
practice which permits both action and 
inaction. 

If we are to decline to take a part, 
small though it be, in stockholder man- 


agement of these corporations, let the 
refusal be based upon some consistent 
and reasonable ground. But the amount 
of the holding is not such a ground. Ad- 
mittedly, the amount of any stock of a 
particular issue held by one corporate 
trustee may appear negligible. But the 
total holdings of such issue by all corpo- 
rate trustees may be substantial, if not 
controlling. In 1937, American Tele- 
phone and Telegraph Company reported 
the average holding of each of its 642,000 
stockholders to be 29; no stockholder held 
as much as one per cent of its stock. 

Too many stockholders adopted the 
negligibility theory on voting. To meet 
this situation there was a growing ten- 
dency of corporations during 1937 to 
adopt less than fifty per cent of their 
voting stock as a quorum for stockhold- 
ers’ meetings. At least as to listed corp- 
orations, few, if any, reductions were 
made in quorum requirements in 1938; 
some were increased. 


Danger of Minority Control 


The New York Stock Exchange has 
adopted new proxy rules, effective Jan- 
uary 16th, 1939. They extend the at- 
tempt already begun to insure broad rep- 
resentation of stock at meetings. Serious 
consideration will, it seems, be given by 
the Exchange to a low quorum ques- 
tion in considering eligibility of se- 
curities for listing. In a letter to 
the president of listed corporations, 
the Committee on Stock List states 
that the Exchange is continuing to rec- 
ommend to listed corporations that the 
percentage of stock necessary for a 
quorum at stockholders’ meetings be 
maintained as nearly as practicable at a 
majority of the amount of voting stock 
outstanding. 

The maintenance of present quorum 
requirements should be of equal, if not 
greater, concern to trust institutions. 
I am not yet willing to assist, by inac- 
tion, the substitution of a minority con- 
trol for the usual majority control of 
these corporations. Our failure to repre- 
sent at corporate meetings even negli- 
gible amounts of trust stock is, in effect, 
an affirmative vote for lower quorum re- 
quirements. 
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On this broad basis, I feel amply war- 
ranted in urging that, unless restrained 
by law or the terms of the trust, all trus- 
teed stock be voted; that this duty of 
voting, which may be shirked by the in- 
dividual stockholder, accountable only to 
himself, be performed by the corporate 
trustee. 


“Whitewashing” Fear Unjustified 


Sometimes the possibilities of “white- 
washing” resolutions are seized upon as 
a basis for a conservative proxy policy. 
The fear is ever present that under the 
heading “such other business as may 
come before the meeting,” any and all 
types of destructive action may be taken. 
The fact is overlooked that the statutes 
of most states require that specific notice 
be given of proposed action regarding 
material and substantial changes in the 
corporate structure and business. 


If this is the real reason for declining 
to give proxies, the remedy is exceed- 
ingly simple. Eliminate from the proxy, 
as some trustees are now doing, the pro- 
vision relating to “any other matters 
which may come before the meeting.” 


Every proxy evidences an agency rela- 
tionship. The agent is under certain 
obligations and duties to his principal 
in the exercise of the power granted by 
the proxy. A proxy cannot in bad faith 
vote to ratify his own acts done as a 
corporate officer in which he had an in- 
dividual interest, nor can he bind his 
principal by casting a vote in further- 
ance of a fraudulent conspiracy or collu- 
sion between the proxy and the inter- 
ested directors. 


A trustee must use reasonable care in 
the selection of any agent to whom he 
entrusts the execution of power or auth- 
ority. May we not be overlooking en- 
tirely the persons, who, in the ordinary 
case, are designated as proxies? In the 
great majority of cases, the proxies 
named are officers or directors of that 
corporation, or their appointees. As 
proxies, they will vote in accordance with 
the plans of such management. 

These are the men who have been oper- 
ating the business of which we, repre- 
senting our beneficiaries, are part own- 
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ers. In our annual or more frequent 
reviews of the particular stock, we have 
found them satisfactory and _ trust- 
worthy. Otherwise, the stock would not 
be retained as a trust investment. Their 
ability has been demonstrated. Where 
can be found for these annual meetings 
for the election of directors and the 
transaction of routine business more 
responsible agents? 

Proxy fights afford a much-used basis 
for declining to vote. Some of us give 
spcial consideration to the merits of the 
controversy and lend proxy support to 
the faction appearing to be entitled to it. 
Some of us adopt a policy of frigid neu- 
trality. Here again, we must eye this 
conflict with the interest of our benefi- - 
ciaries constantly and solely in mind. 

Our ownership of the stock when this 
proxy fight develops must mean, if any- 
thing at all, that we are sufficiently sat- 
isfied with the management of the “ins” 
to retain the stock as a trust investment. 
What valid and sound reason can then 
be given for refusing a vote of con- 
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fidence? If we retain the stock when 
not satisfied with the present manage- 
ment, then why not lend proxy support 
to the insurgents? 


The Shelter of Lack of Authority 


We say we have no legal authority 
to delegate discretionary power or au- 
thority. It is a general rule that trus- 
tees “must execute the trust themselves 
and not through the instrumentality of 
an agent”; but as Pomeroy (Equity Jur- 
isprudence—4th Ed., Sec. 1068) says, a 
trustee “may act through agents in his 
administrative operations whenever such 
a mode of dealing is in accordance with 
the ordinary course of business.” 


The Restatement of the Law of Trusts, 
upon which some of us base our proxy 
policy, does not say that a trustee can- 
not delegate his authority or powers; it 
does not state that a trustee cannot vote 
stock unless specifically authorized by the 
trust agreement. It does say that the 
trustee is under a duty to the benefi- 
ciary not to delegate to others the doing 
of acts which the trustee can reasonably 
be required to perform (Section 171). 


It points out that in considering what 
acts a trustee can properly delegate, 
these circumstances, among others, may 
be of importance: the amount of discre- 
tion involved; the value and character of 
the property involved; whether the 
property is principal or income; the 
proximity or remoteness of this subject 
matter of the trust; and the character 
of the act as one involving professional 
skill or facilities possessed or in posses- 
sion of the trustee himself. 


The Authorities on Voting Stock 


The Restatement does say that unless 
it is otherwise provided by the terms of 
the trust, the trustee of shares of stock 
. or other securities can properly vote and 
exercise the other powers of holders of 
such shares or securities, and that it is 
the duty of the trustee, in voting shares 
of stock, to use proper care to promote 
the interest of the beneficiary. 


“In a situation where it is necessary 
for the proper administration of the 
trust that the trustee should exercise 
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personal judgment at the shareholders’ 
meeting, it may be a breach of trust for 
him not to vote in person. Similarly, it 
may be a breach of trust for the trustee 
to confer upon the person to whom he 
gives a proxy a general authority to vote, 
where the circumstances are such that 
the trustee himself ought to determine 
how on a particular question of impor- 
tance to the corporation the shares should 
be voted for the best interest of the trust; 
in which case if the trustee does not vote 
the shares personally, he should give a 
special proxy authorizing the person to 
whom the proxy is given to vote the 
shares in the manner determined by the 
trustee. Thus, if the shares held by the 
trustee constitute a large interest in the 
corporation, and especially if they con- 
stitute a controlling interest, the trus- 
tee should ordinarily vote in person or at 
least he should not give to another gen- 
eral authority to vote the shares in any 
matter of importance.”—Section 193b. 


Bogert, in his Trusts and Trustees, 
does not say that this power to vote can- 
not be delegated. He says, however, 
(Section 555) that it must be obvious 
that equity cannot reasonably expect a 
trustee to perform personally every one 
of the hundreds of acts necessary to 
complete execution of the modern trust. 


He further states that the administra- 
tion of a trust by a bank or trust com- 
pany necessarily implies that all of the 
powers of the trustee must be commit- 
ted to the care of a trust officer or other 
agent or servant of the corporate trus- 
tee. There can be no question of the 
power to delegate, but rather only 
whether, in choosing the employees to 
whom delegation has been made, reason- 
able care has been used. As to proxies, 
Bogert states: 


“May a trustee who holds corporate 
stock give a proxy to vote the stock at a 
stockholders’ meeting? It is understood 
that it is common practice to do so, es- 
pecially in the case of trust companies 
acting as trustees. Where the amount 
of stock held by the trustee is small, the 
voting of it will have no appreciable in- 
fluence on the affairs of the corporation. 
It would hardly be reasonable to require 
the trustee to attend the meeting at a 
distant place when his influence would 
be negligible. On the other hand, in 
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some cases the trust may hold a large 
block of stock and be in a position to 
exercise a decided effect on the affairs 
of the corporation. There has been some 
tendency to legislate on the question. In 
the absence of statute or controlling pro- 
vision in the trust instrument, it would 
seem that the trustee should not be bound 
by a strict rule, either against or in favor 
of giving a proxy, but should be permit- 
ted to leave to another the voting of the 
stock when the circumstances are such 
that a normal owner would take like ac- 
tion, and required to vote the shares per- 
sonally when the amount of the stock, 
place of the meeting, situation of the cor- 
porate affairs, and other features would 
lead one holding for his own benefit to 
go in person to the meeting to vote the 
stock.” (Sec. 556.) 


Limited Proxy and S. E. C. Regulations 


This right, this duty to vote should 
be exercised, and can be _ exercised 
safely. If the trust does not specifically 
authorize voting by proxy, if the exist- 
ence of an implied power be seriously 
doubted, and if the trustee cannot vote 
in person, use the limited proxy for all 
meetings noticed for action upon funda- 
mental changes in the corporate struc- 
ture, mergers, consolidations, capital re- 
ductions, dissolution, or authorization of 
new securities. The limited proxy 
answers every objection based upon an 
alleged unlawful delegation of discre- 
tionary power or authority. 

Of major significance to this whole 
problem are the rules and regulations re- 
lating to solicitation of proxies, consents 
and authorizations, (Release No. 1823) 
by the Securities and Exchange Commis- 
sion, effective Oct. 1, 1938. These rules 
and regulations broaden greatly the 
amount of information which must be 
given to the stockholder whose proxy is 
being solicited. 

Let me quote from the commission’s 
accompanying statement: 


“Another feature of the new rules is 
that the security holder who is_ being 
solicited must be given the opportunity 
to direct how his vote shall be cast on 
each of the items under consideration. In 
other words, the proxy must provide 
some definite means whereby the secur- 
ity holder may indicate how he desires 
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his vote to be cast on a given proposi- 
tion and whereby the authority of the 
holders of the proxy will be limited ac- 


cordingly. Of course, if the security 
holder wishes to confer full discretion 
upon the persons soliciting his proxy he 
may do so.” 


No solicitation, subject to Section 14a 
of the Securities Exchange Act of 1934, 
shall be made unless a written “proxy 
statement” has been or is concurrently 
furnished to the person solicited. Copies 
of the statement and of the proxy must 
be filed with the commission. Apparently 
every matter which may be submitted to 
stockholders for action is included in the 
items which, when applicable, are to be 
covered by proxy statements. 


Discretionary Position Changed 


To enable the person solicited to direct 
a “yes” or “no” vote, if he does not 
desire to give a general proxy, the new 
rules require pertinent information in 
the proxy statement on each of the fol- 
lowing matters: any plan for remuner- 
action or compensation of directors, offi- 
cers, or employees; amendments to char- 
ters or by-laws; authorization, issuance 
or modification of securities; any plan 
of merger, consolidation, liquidation, or 
dissolution; transfer of all or substantial 
part of corporate assets for securities of 
another corporation; any acquisition or 
disposition of property. 

If action is to be taken under the proxy 
on any report of the corporation or of 
its directors, officers, or committees, or 
any minutes of meetings of its directors 
or stockholders, the proxy statement 
must show whether such action will be 
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an approval or a disapproval; it must also 
identify each matter intended to be ap- 
proved or disapproved, and furnish the 
information required by the appropriate 
item of the commission’s rules and reg- 
ulations on proxy solicitations. 

Many companies are soliciting proxies 
and furnishing the proxy statement. It 
is rumored that other companies may 
make no solicitation, being content with 
mailing required notices of annual and 
special meetings. The new rules will in- 
crease the expense incident to all corpo- 
rate meetings if proxies are to be soli- 
cited. They may open the way to fur- 
ther reduction in quorum requirements. 

But this much is certain. If these 
rules and regulations are continued in 
force and are followed generally by corp- 
orations whose stock is a trust asset, 
then we, who have declined to issue prox- 
ies because of the contention that we 
could not delegate a discretionary power, 
find our defenses completely demolished 
by these new forms which give us the 
convenient choice of either a general or 
limited proxy. We who are “proxy cau- 
tious,” with our own information supple- 
mented by that set forth in the proxy 
statement, may direct a “yes” or “no” 
vote in accordance with our own judg- 
ment and discretion. 


Duty Ciear under Majority Ownership 


But a common ground is reached when 
corporate trustees hold in trust the ma- 
jority or all of the stock of another corp- 
oration. Here must be action, not inac- 
tion. Then it is that we must strive to 
render that unexceptionable business and 
financial service to which we subscribe. 
The responsibility for sound management 
is then ours. 

I find no cases on this general question 
directly involving corporate trustees, but 
in several decisions involving individual 
trustees, some principles were announced 
that cannot be ignored. 

Where a decedent by his will cast upon 
individual trustees the management of a 
mercantile concern, the stock of which 
was owned largely by the estate, the 
Supreme Court of Wisconsin said that 
the company was but a branch of the 


trusteeship and that the trustees were 
charged with the responsibility of oper- 
ating a business and as such trustees 
must take charge of the corporation. - (In 
re Peabody’s Estate, 260 N. W. 444, 99 
A. L. R. 956.) 

In Matter of Ebbets’ Will, 248 N. Y. S. 
179, executor-trustees, holding fifty per 
cent of the stock of two corporations, 
petitioned for advice and direction as to 
voting such stock in favor of a substan- 
tial mortgage issue. The court held the 
question to be one not of law but of bus- 
iness judgment in the conduct of the af- 
fairs of the corporations involved—a 
question imposed upon and which must 
be solved by the executor-trustees by 
reason of their assumption of the office. 


In Auditore’s Will, 240 N. Y. 365, 164 
N. E. 242, one-half of a company’s stock 
was held by an estate, the administrator 
of such estate owning the other half. 
Company funds were misappropriated by 
him as an officer of the company. In 
holding that a judgment against him, in- 
dividually, was no bar to proceedings 
against him as administrator and against 
his bondsmen, it is stated that as admin- 
istrator of the estate holding one-half of 
the stock of the company, he owed to the 
estate an active duty to use diligence and 
care to preserve its value and to prevent 
its loss, and that by wrongfully taking all 
of the assets of the corporation and ap- 
plying them to his own use, he, as admin- 
istrator, violated his trust and destroyed 
or lowered the value of the stock or the 
assets of the estate. 


Piercing the Corporate Veil 


Some of our courts are not hesitant 
about scanning internal corporate man- 
agement when its treatment by an 
executor or trustee is questioned and 
such executor or trustee is a director 
whose responsibility to the estate is 
questioned. This examination will be 
made not for the purpose of dealing with 
the corporations as such, but rather to 
ascertain if the acts of the fiduciary have 
resulted in a depreciation of the stocks 
of the estate. (Doelger’s Estate, 4 N. Y. 
S. (2d.) 334; In re Auditore’s Will, 
supra; Farmers Loan and Trust Co. ¥. 
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Pearson, 222 N. Y. S. 532; In re Gerbe- 
reux’ Will, 266 N. Y. S. 1384; In re Pulit- 
zer’s Estate, 249 N. Y. S. 87; In re Kin- 
reich’s Estate, 244 N. Y. S. 357; In re 
Boyle’s Estate, 251 N. Y. S. 197.) 


If some courts are now pulling aside 
the curtains cloaking the corporate struc- 
ture, if they are now tearing away and 
piercing the “veil” or “shield” claimed 
to exist between a trusteeship and the 
corporate directorate in cases where ac- 
countings of individual executors and 
trustees are being compelled in order to 
protect the rights of beneficiaries, whom 
they sometimes call the real stockholders, 
is it not well within the realm of possi- 
bility, if not a certainty, that the same 
rule will be applied if and when a corpo- 
rate fiduciary may similarly be involved? 


The question is: How shall we vote? 


rather than, shall we vote? Shall one or 
more officers or employees of the corpo- 
rate trustee, through such stock owner- 
ship, be elected to the board? If so, 
shall he be permitted to receive compen- 
sation? If compensation is received, 
does it belong to the trust estate or may 
it be retained by the directorate? When 
shall the trustee determine whether it 
shall initiate proceedings for the liquid- 
ation and dissolution of the company 
or the sale of all its assets? 


As to the formation of these directo- 
rates, the practice of corporate trustees 
varies. Courts are in conflict as to the 
matter of compensation in cases where 
individual trustees are concerned. These 
situations call for most careful analysis 
by trust administrator and counsel. 


Action of Investment Department 


The burden of the voting problem 
should be borne by the investment anal- 
ysis officer or division. Proper entry 
should be there made as to the extent of 
and limitations or restrictions on the vot- 
ing power of the trustee. Brief but ade- 
quate record should be noted as to the 
action taken on each proxy request. 


All notices of corporate meetings, 


proxy statements and requests for prox- 
ies should be delivered to the officer or 
division charged with the duty of per- 
iodically analyzing trust investments. 
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All of the 23 business lead- 
ers who make up our 
Board of Directors have 
named us in their wills. 


Mississippi Valley Trust Co. 
St. 


Louis 









Certainly on routine matters and where 
the total holdings do not constitute a sub- 
stantial or controlling interest, the proxy, 
either general or special, may be for- 
warded on the first request, in accord- 
ance with the determination of the in- 
vestment analysis division. 

If the amount of stock of a particular 
corporation represents a substantial min- 
ority or a controlling interest, or if spe- 
cial proposals are to be voted on at a 
general or special stockholders’ meeting, 
or if a proxy contest is in progress, the 
proxy statement, with a list of trust hold- 
ings and with the recommendations of 
the investment analysis division as to 
the action to be taken on each proposal, 
should be submitted to such superior 
officer or committee as the practice of 
each trust institution may require. 


If the corporate meeting be held in 
the immediate locality, and if the amount 
of the stock holding and other circum- 
stances warrant, the meeting may be at- 
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tended and the stock voted by an officer 
or employee of the trustee. 


Express Power in the Instrument 


Where possible, our trust agreements 
should be made specific on the matter of 
voting. When a trustor creates a trust 
or a testator incorporates trust provi- 
sions in his will, under which stock is or 
may be held as a trust asset, he takes 
it for granted that the right of fran- 
chise contemplated and imposed by law 
will be exercised by his trustee. He 
has the right to expect that we, who pro- 
fess skill in business and finance, will ask 
that such power be expressly conferred 
if we are unwilling to exercise it with- 
out specific authority and direction in the 
trust agreement. 

May I suggest one uniform policy for 
all corporate trustees in voting trusteed 
stock: a policy of action, not inaction. 
We may, by inaction, in ultimate effect 
be delegating to others the duties and 
responsibilities which are ours. I sug- 
gest that for any practice of declining, 
with some exceptions, to vote in person 
or by proxy, we substitute the practice 
of voting all trusteed stock regardless of 
its amount. 

I am not seeking to cast a new duty 
or a new responsibility upon corporate 
trustees; I am asking that there be a 
more abundant discharge of the duty and 
responsibility which we voluntarily as- 
sume by accepting and holding stock as 
a trust investment. 


Trust Division Appointments 


James C. Shelor, trust officer, Trust Com- 
pany of Georgia, Atlanta, is the new chair- 
man of the Trust Division, A. B. A. Com- 
mittee on Relations with the Bar, and Wal- 
ter Reid Wolf, vice president, City Bank 
Farmers Trust Co., New York City, suc- 
ceeds Carl W. Fenninger as chairman of 
the Special Committee on Common Trust 
Funds. These are the only changes in com- 
mittee chairmanship noted in the new roster 
of division committees. The following men 
have been newly named by President Sam- 
uel C. Waugh to the respective committees: 


Cost and Charges: H. Douglas Davis, 
vice president The Plainfield Trust Com- 
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pany, Plainfield, N. J.; Raymond W. Hall, 
vice president and trust officer First Na- 
tional Bank, Kansas City, Mo. 

Federal Legislation: W. H. Loos, vice 
president and trust officer First Security 
Bank of Utah, Ogden. 

Fiduciary Legislation: W. Barton Cum- 
mings, trust officer Chemical Bank and 
Trust Company, New York City; J. B. Ham- 
ilton, trust officer First National Bank, 
Fort Worth, Tex. 

Liability Insurance for Fiduciaries: Ken- 
neth C. Bell, second vice president The 
Chase National Bank of New York. 


Relations with the Bar: James C. Shelor, 
chairman; Robert S. Drew, second vice pres- 
ident Continental Illinois National Bank and 
Trust Com- 
pany, Chicago, 
Ill.; J. J. Grae- 
ber Jr., vice 
president The 
Chase National 
Bank; Daniel 
Monen, vice 
president The 
Omaha Nation- 
al Bank, Om- 
aha, Neab,; 
Ralph H. 
Spotts, associ- 
ate counsel Ti- 
tle Insurance 
and Trust Co. 
Los Angeles. 
Cal. 

Relations with Life Underwriters: Roy 
N. Gesme, assistant vice president The 
Northwestern National Bank and _ Trust 
Company, Minneapolis, Minn.; William T. 
Perkerson, vice president and trust officer 
The First National Bank of Atlanta, Ga.; 
Milton R. Stahl, vice president Mississippi 
Valley Trust Company, St. Louis, Mo. 

Trust Education: Joseph W. White, 
trust officer Mercantile-Commerce Bank 
and Trust Company, St. Louis, Mo. 

Trust Information: Henry W. Carlisle, 
publicity manager, Guaranty Trust Com- 
pany of New York; Ralph M. Eastman, vice 
president State Street Trust Company, Bos- 
ton, Mass. 

Trust Policies: Lindsay Bradford, pres- 
ident City Bank Farmers Trust Company, 
New York; Harold Eckhart, vice president 
Harris Trust and Savings Bank, Chicago, 
Ill.; Louis S. Headley, vice president First 
Trust Company of St. Paul, Minn. 


JAMES C. SHELOR 





Purposes of Trust Examination 


How Supervision Operates to Advance Public, Beneficiary and 
Fiduciary Interests 


LEO H. PAULGER 
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WELCOME the opportunity to dis- 

cuss the development of a technique 
which, admittedly, is still in the experi- 
mental stage. The supervisory authori- 
ties do not conceive their responsibility 
with respect to trust operations as in- 
cluding detailed investigation and di- 
rection to the extent that they may be 
charged with attempting to take the op- 
eration of your several departments out 
of your hands, nor as usurping or sub- 
stituting for the legislative powers of 
the several States and the supervisory 
functions of the courts. 

They do feel, however, that their ef- 
forts should contribute effectively to- 
ward the maintenance of the high stan- 
dards of corporate trust service, and 
realize that their procedure must be 
sufficiently comprehensive to accomplish 
this purpose and flexible enough to 
achieve a degree of uniformity with re- 
spect to examination of old and new, 
large and small trust departments with 
experienced and inexperienced manage- 
ment. Constructive suggestions are wel- 
come at all times. 

Some, but altogether too few, State au- 
thorities had developed trust examina- 
tion to a fairly high degree before in- 
tensive examination of trust activities 
was undertaken by the Federal super- 
visory authorities and these State au- 
thorities were very helpful in making 
their experience and procedure avail- 
able. 


Delays in Supervisory Development 


One is moved to inquire why the pro- 
cedure should not have been adopted 
along ago. Several factors may have 
contributed to the delay. The first of 
these, of course, is just plain inertia or 


From address before 20th Mid-Winter Confer- 
ence, Trust Division, A. B. A. 


disinclination to initiate or accede to 
change. A most important factor was 
the demonstrated integrity and efficien- 
cy of the management of the established 
and more important trust companies 
and departments. Court supervision, 
over a large part of trust activities, ap- 
peared to some to eliminate the neces- 
sity for further supervision; and, until 
comparatively recent years, the slow 
growth of trust business. 

The accounting for stewardship is 
continuous in the sense that an account- 
ing with respect to one or more trusts 
is almost always in process and is in- 
evitable with respect to all. Moreover, 
these accountings must pass the prac- 
ticed and impartial examination of the 
courts or the avid scrutiny of benefici- 
aries and over all impends the possibil- 
ity of “strike” suits if even a pretext 
for such action can be found. But prob- 
ably more important is the desire of 
every conscientious man in a position 
of public or private trust, to have his 
record viewed independently and to 
furnish assurances to the parties at in- 
terest of the faithful performance of 
his duties. 

The recent expansion of trust busi- 
ness has taken place, in a large meas- 
ure, in voluntary trusts and other kinds 
of business which are not under the 
supervision of the courts, at least in 
many States; the large number of banks 
entering the field of fiduciary service 
exhausted the supply of experienced 
personnel and left room to doubt the 
competence of management in many 
cases. As the existence of problems and 
actual liabilities arising out of trust ac- 
tivities became evident the need for im- 
provement of the supervision of trust 
activities by the constituted bank super- 
visory authorities was manifest. 
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All the study brought to bear upon 
the subject of determining the dollar 
liability of the trustee served only to 
make the impracticability of such pro- 
cedure more evident, and to emphasize 
that the primary difference between com- 
mercial bank and trust examination pro- 
cedure lies in the nature of the liability 
of a trustee as compared with that of a 
commercial banker. 

A sound asset condition and sound 
management of the commercial depart- 
ment and the institution as a whole are 
essential to insure perpetuity of the in- 
stitution and for the protection of pres- 
ent and future beneficiaries. In adopt- 
ing present procedure in trust examina- 
tion, however, full recognition has been 
given to the fundamental fact that the 
inquiry must deal with the question of 
performance, rather than appraisal of 
assets, and must determine the quality 
of service, rather than solvency. 


[Referring to the revised form recent- 
ly adopted by the Reserve banks, Mr. 
Paulger outlined the subjects of investi- 
gation and listed nine headings to which 
further inquiry was directed.] 


Objectives of Scrutiny 


Specific inquiry under the heading 
“General” pertains to threatened liti- 
gation and guarantees, and to delving 
further into the two most important 
headings having to do with administra- 
tion and investments. 

The questions under “Administra- 
tion” are designed to bring out the facts 
concerning review and approval of trust 
and investment committee minutes by 
the full board; committee or board ac- 
tion in regard to acceptance and clos- 
ing of accounts, discretionary distribu- 
tions, extraordinary expenditures, com- 
promise settlements and like matters; 
obtaining authorizations from trustors 
and others, and opinions of counsel 
when neeessary; relations with co-fidu- 
ciaries; the proper segregation and con- 
trol of trust securities; the system of 
internal control and audit as well as in- 
dependent audits or examinations by or 
for the board of directors; and estate 
settlements that may have been unduly 
prolonged. 
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Under “Investments” inquiry is di- 
rected toward the manner in which pur- 
chases and sales are authorized and 
sources through which they are effect- 
ed; the consideration given to statutory 
requirements, court orders, provisions 
of trust instruments, needs of beneficia- 
ries, probable life of the trust and other 
pertinent factors in making invest- 
ments; the procedure for periodic re- 
view and appraisal of trust assets for 
determining their current status and 
the question of retention; the classes of 
securities in which discretionary in- 
vestments are currently being made; 
the policy with respect to diversifica- 
tion and any undue concentrations no- 
ted; uninvested cash; self-dealing, and 
significant holdings of stock and obliga- 
tions of the institution, its affiliates, di- 
rectors, officers, employees and their in- 
terests. 


In reaching his conclusion the exam- 
iner must consider the official and cler- 
ical personnel of the department, their 
competency and the adequacy of their 
compensation; the ability and atten- 
tiveness of the personnel of commit- 
tees; the policies and organization of 
the department, with special attention 
to any dominating influences or prac- 
tices detrimental to beneficiaries or the 
institution; local conditions, including 
competitive situations, which have af- 
fected or may affect the general char- 
acter and volume and the future pros- 
pects of the business of the department; 
and whether any unusual probable lia- 
bilities appear to have accrued. 


Practical Benefits 


It can safely be said that there are 
institutions operated on such a high 
plane of efficiency that examination 
seems wholly unnecessary and there 
are others standing in need. The ef- 
fectiveness of institutional audit and 
control will determine in a large meas- 
ure the extent to which the examiner 
must concern himself with physical 
verifications. The demonstrated efficien- 
cy of management will affect the scope 
of inquiry into operating details. The 
size of the institution may render any- 
thing more than a spot check impossible 





TRUSTS and ESTATES 


Capital $3,890,000 


Surplus $4,584,700 


T IS our hope that our fellow bank and trust men 

who read “Trusts AND Estates” monthly, for cur- 
rent information and guidance in fiduciary work, will 
consider this a reminder that we welcome oppor- 
tunities to be helpful to them whenever they need 
cooperation in this section of the country. 


STATE STREET TRUST COMPANY 


Boston, Massachusetts 


MEMBER FEDERAL RESERVE SYSTEM 
MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 


where a complete review might be prac- 
ticable in a smaller institution. 

Nevertheless, an attempt is made to 
apply the recognized procedure uni- 
formly and fairly and I believe we have 
been reasonably successful. 

Just one illustration may be noted of 
the kind of situation that may develop, 
perhaps unconsciously, in even a well 
managed trust department, and the kind 
of cooperation we have received in ef- 
fecting corrections. 

In the first intensive examination of 
a fairly large trust department, made in 
1934, it was found that the Trust In- 
vestment Committee was actively en- 
gaged in reviewing investments in vari- 
ous trust estates, as well as new es- 
tates. However, no periodical review 
of investments in all trust estates was 
being made. During the preceding eight 
years an alphabetical review of all es- 
tates had been in process and in 1934 
the letter “H” had been reached. 

Estates in which non-legal invest- 
ments had been retained without speci- 
fic authority had not been reviewed as 
a group for eight years and a long and 
sizable list was prepared of estates for 
which non-legal investments had been 
held in an amount of $10,000, or over, 
for a period of two years or longer, 
with no authority to retain such non- 
legal investments or to invest in non- 
legal securities. Furthermore, it was 





found that the records and reports of 
the committee were prepared in such a 
perfunctory manner and were so ab- 
breviated that little information could 
be gained therefrom. 


It was only necessary to set forth the 
facts in the report and The manage- 
ment went to work: review of all fi- 
duciary accounts, several thousand in 
number, was completed; the investment 
analysis department was augmented by 
both records and personnel to embrace 
all elements of competent supervision; 
full minutes covering committee activi- 
ties are carefully prepared; and a sys- 
tem was placed in operation providing 
for an annual review of every account, 
and where desirable, more frequent 
studies of particular estates. 


Serving both Public and Fiduciary 


Examinations are conducted primar- 
ily in the public interest but the pur- 
poses of supervisory authorities are not 
fulfilled unless institutions examined are 
benefited directly and indirectly. 

The public benefits collectively and 
individually through the operation of 
sound financial institutions, be they fi- 
duciary or otherwise, and is entitled to 
every safeguard. In particular, the ben- 
eficiaries of fiduciary service seem pe- 
culiarly deserving of full protection. 

The individual institution should find 
in reports of examinations the views of 
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a trained and friendly but independent 
observer with such suggestions as may 
be in crder for the improvement of ser- 
vice and internal operating efficiency, 
which should be reflected in earnings. 
Without attempting to dictate or re- 
quire the adoption of any particular 
system unless the system in use is whol- 
ly inadequate, the examiner should pro- 
vide valuable suggestions. 

Collectively, all trust institutions 
benefit from an activity which should 
improve trust service, protect the repu- 
tation of the corporate fiduciary as 
such and preserve the high standards 
which have been established. These 
standards are your own, as set forth in 
your admirable “Statement of Princi- 
ples,” which was freely consulted in 
laying the groundwork for the expanded 
examination procedure. 


Alternatives to Blanket Fee-Raising 


Many trust officials, like their breth- 
ren in the commercial banking field, 
have been much disturbed over the 


question of earnings. Lower return on 
investments has meant a lower income 
base for the determination of commis- 
sions, and departmental operating ex- 
pense has evidenced no such trend. 
Minimum charges which, in practice, 
tend to become standard, were fixed by 
agreement under conditions far differ- 
ent from those presently existing. 


In such a situation the first remedy 
that comes to the minds of many is to 
impose higher charges. The effect of 
such action would be to discourage new 
business and to further reduce the net 
return upon existing trusts which, in 
most instances, have already suffered 
marked reductions in income. There- 
fore, it seems that increased charges 
should be resorted to only after the 
most careful consideration of other fac- 
tors affecting trust department earn- 
ings. 

The remaining alternatives are to re- 
duce operating costs or to expand the 
volume of operations on a reasonable 
margin of profit. Fixed overhead is such 
an important item in operating costs 
that it seems reasonable to assume that 
increase of trust accounts or business 
volume will increase the margin of 
profit on different activities or accounts, 
at least in many instances. 

Furthermore, if a margin of profit ex- 
ists, increased volume of business must 
provide greater aggregate net return to 
the institution. It hardly seems neces- 
sary to add that, throughout the history 
of our country, increased volume of 
business in the various commercial 
fields has not resulted from lowering 
quality but, rather, from increasing 
quality and lowering costs. There is 
nothing to indicate that trust business 
is different in this respect. 

With these considerations in mind it 
seems that the development of medium 
sized and even small accounts, taken on 
a very narrow margin of profit, would 
be in order, certainly to the extent that 
otherwise idle trust department person- 
nel and facilities could be fully util- 
ized. If there is any one general criti- 
cism I would make of corporate fiduci- 
aries, it lies in the tendency to compete 
for big business which is able to look 





TRUSTS and ESTATES 


out for itself and usually shops around 
until someone is willing to accept it on 
terms within the agreed schedules but 
not sufficiently favorable to provide a 
proper compensation for the service 
rendered. In the meantime a wide field 
for development, promising profit possi- 
bilities, may be neglected. Further- 
more, other interests are competing in 
this field, in which the corporate fiduci- 
aries are peculiarly equipped to render 
a service in the public interest. 


Sale of Own Bank Stock 


It is but natural that stockholders 
should appoint the institution in which 
they have a financial interest as fiduci- 
ary and, therefore, that the institution 
should receive its own stock in kind as 
a part of the corpus of estates. Nearly 
every corporate trustee becomes involv- 
ed in such conflict of interest, in greater 
or less degree, at some time. 


It appears that the greatest difficulty 
in such situations lies in the apprehen- 
sion of the management that the sale of 
such stock, particularly any unusual ef- 
fort to dispose of it, will cause the pub- 
lic to think the management has no con- 
fidence in the present investment value 
of the stock, or even that the manage- 
ment has reason to consider sale im- 
peratively necessary to protect the ben- 
eficiaries. 

In an address before the American 
Bankers Association in 1936, Gilbert 
Stephenson advanced the idea that ef- 
fort, both collective and individual, 
should be expanded to take the mystery 
out of trust service. 


I believe that adopting and publicizing 
a policy regarding the treatment of stock 
of corporate fiduciaries when received in 
fiduciary accounts by the institution by 
which it was issued will serve to remove 
much of the present difficulty. It would 
seem that such a policy should contem- 
plate the sale of such stock as vigorously 
and rapidly as possible, in the absence of 
Specific instructions to retain it, and if 
such a policy became well known, either 
locally or nationally, there should be no 
fear of unfavorable public reaction 
When such action is taken. 
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I sincerely believe that your ideals and 
objectives and those of the supervisory 
authorities are essentially one and the 
same. Cooperation and _ constructive 
criticism are invited to the end that 
standards may be upheld, that you may 
profit and that the public may benefit. 


Purpose of Banking 


“The primary purpose of the banking 
system is not simply to provide a safe place 
for people to deposit their money. 

“The broader purpose of the banking sys- 
tem is to play a vital part in the process 
of production and distribution of goods and 
services. 

“It is commonly believed that a bank, in 
making loans or investments, merely loans 
or invests its deposits. This is true only 
of an individual bank, but the banking sys- 
tem as a whole creates money by its lending 
and investment operations. Thus creating 
money, the banking system as a whole plays 
a role of the greatest importance in the 
functioning of a debtor-creditor economy.” 


MARRINER S. ECCLES 
Ch’m. Fedral Reserve Board. Before N. Y. 
Chapter, A. I. B.—Dec. 2, 1938. 





Where the Law Touches Trust Administration 
Report on Open Forum Conducted by Austin W. Scott 


LLOCATION of proceeds upon the 
sale of unproductive trust property 
again occupied the major portion of the 
now traditional open forum session of 
the Mid-Winter Trust Conference con- 
ducted by Professor Austin W. Scott of 
the Law School of Harvard University. 
Dr. Scott reviewed and brought down to 
date the law on subjects of his previous 
discussions before the Conference.! 
After pointing out again that the New 
York rule on salvage of mortgages is 
contrary to that set forth in the Restate- 
ment of The Law of Trusts and adopted 
in Pennsylvania, Prof. Scott stated that, 
with reference to property which was un- 
productive at the time the trust was 
created, the Restatement goes further 
than the New York and Massachusetts 
courts. Here the question is one of 
whether the instrument contains an im- 
perative power of sale. The difference 
lies in that the Restatement raises a pre- 
sumption of a duty to sell and allocate 
whereas the New York cases say that 
the will should indicate the duty affirm- 
atively.” 


As to Other Property 


R. SCOTT reiterated his statement 

of last year that apportionment 
should be decreed in the case of unpro- 
ductive property other than mortgages. 
He referred to a Surrogate’s decision in 
New York® which applied the allocation 
rule to chattels—in this case, a large col- 
lection of pictures in an estate. The 
speaker was in accord with this holding 
—the delay in effecting the sale was for 
the benefit of all parties. 


1. For the most part, Prof. Scott’s discussion was 
thoroughly covered in the February 1938 is- 
sue, page 197 and February 1937 issue, page 
138 of Trust Companies. 

2. This subject is fully discussed in an article in 
the Excerpts section of this issue. 

3. Matter of Clark. 166 Misc. 807. 


In another lower New York court 
case,* allocation was denied where bonds 
were in default. However, the petition 
was filed before the sale was made, and 
Prof. Scott sensed an implication in the 
opinion that the principle might apply at 
the proper time. The rule of the Re- 
statement, according to him, is broad 
enough to include non-mortgage property. 
A Rhode Island case decreed apportion- 
ment where regular stock dividends had 
been paid on shares of stock held in the 
trust. 

Some of the relevant factors in the 
determination of whether or not appor- 
tionment should be decreed are the pro- 
portion of the property involved to the 
entire estate and the relationship of the 
beneficiary to the trustor. 

A question was put as to the effect of 
the life tenant’s death before the sale is 
consummated. In Massachusetts the 
estate would not be entitled to share in 
the proceeds, but the rule adopted by the 
Restatement is to the contrary. Dr. 
Scott expressed it as his opinion that 
Pennsylvania followed the latter rule. 
However, Spear’s Estate, just decided,° 
refuses to accept the Restatement rule. 


Limitations on Liability 


URNING to the subject matter of 

the 1938 session, Prof. Scott declared 
that there is sometimes expressed a dis- 
satisfaction with the principle that con- 
sent is a defense to an action brought 
against the trustee by the consenting 
beneficiary. It would not seem to lie in 
the mouth of the consenter, he said, to 
object. The trustee has a duty, but it 
is owing not to the world at large, the 
trustor. or the court, but to the benefi- 
ciary. Volenti non fit iniuria. Of course, 


4. Matter of Winthrop, 168 Misc. 861. 

5. See report in Fiduciary Decisions section of 
this issue, and the letter from Prof. Scott in 
the Open Forum section. 
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the consent must be untainted by fraud, 
duress or lack of knowledge, etc. 


The question was again asked as to the 
effect of consent by a life tenant with a 
general power of appointment. Prof. 
Scott once more referred to the Pennsyl- 
vania case which held that the consent 
bound the appointees, the life beneficiary 
being in substance the owner of the fee. 
Had no appointment been made, Prof. 
Scott thought the decision would have 
been the same, although there is no case 
on it. 


Exculpatory Clauses 


FTER reiterating the limitations on 

the use of exculpatory clauses,® Dr. 
Scott pointed out two distinctions fre- 
quently overlooked. First, with respect 
to trusteeship under bond indentures, he 
said there is a different policy applicable 
to that relationship. A shifting group 
of beneficiaries—the bondholders—is in- 
volved, a group which pays to be a ben- 
eficiary, so that the securities holders 
should not be treated in the same cate- 
gory as the issuing corporation which 
may consent to the inclusion of an ex- 
culpatory clause. 


The second is the difference between 
the scope of the powers granted in an 
instrument and the limitations of lia- 
bility for exceeding the authority given; 
e. g., the consequences may vary depend- 
ing on which of the following clauses is 
used: the trustee may invest in non- 


6. See February 1938 issue. 


legal securities, as against the trustee 
shall invest only in legal securities but 
shall not be liable if it invests in non- 
legals. 


Investment Powers 


EFERRING to the reluctance with 

which courts confer powers on fidu- 
ciaries for the proper administration of 
a trust, Prof. Scott stressed the import- 
ance of including explicit and adequate 
powers in trust instruments. The reason 
ascribed to this attitude of the courts is 
historical, going back to the 16th cen- 
tury and the days of the Statute of Uses 
when trusts were passive or dry. 

Courts in recent years have been fair, 
as a rule, in the matter of surcharges— 
those for improper retention of invest- 
ments have exceeded those for originally 
improper purchases. 

In stating that the sale of an invest- 
ment which has become illegal after its 
acquisition should be consummated with- 
in a reasonable time. Prof. Scott men- 
tioned these elements as having been 
material in determining the reasonable- 
ness of the time: 1. Nature of property; 
readiness of market; price at which pur- 
chased; and whether many trustees hold 
them—e. g., railroad bonds. 

In qualification, he stated that some 
courts seem to say that a trustee need 
not sell at once even though a ready mar- 
ket exists. As to the price factor, Dr. 
Scott queried whether there is any dif- 
ference between making and disposing of 
an investment; that is to say, is a trus- 
tee justified in retaining a security pur- 
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chased at 100, now selling at 50, in the 
hope that it will rise, although the pur- 
chase at 50 would not be prudent. While 
the courts seem to attach some signifi- 
cance to the distinction, Prof. Scott was 
inclined to treat the two situations alike. 
The pivotal question in each case, in his 
opinion, is the prospect of the future 
rather than the history of the past. 

Dr. Scott took occasion to point out 
that the Carwithen and Donovan cases® 
in Pennsylvania, in which the trustees 
sought the ruling of the court as to 
whether “securities” included stocks, 
The 


were contrary to the general rule. 
question, he felt, was a logical one to 
ask. 

In response to a final question, Prof. 


Scott suggested that executors and trus- 
tees use common sense in the matter of 
attempting to collect assets or compro- 
mising or abandoning claims, having re- 
gard for the expenses of litigation and 
possibility of collection among other 
things. Above all, he stated, do not be 
kind and gentle, but businesslike. 


7. On this question, see Nola’s Estate, page 273. 
8. See Trust Companies, Dec. 1937, page 762. 


Mortgage Bank Bill Introduced 


Bills carrying out recommendations 
of Gov. Lehman, of New York, in his 
annual message for the creation of 
mortgage banks under State supervision 
have been introduced by Senator Laz- 
arus Joseph. The Governor believes 
there is an urgent need of these banks 
to facilitate investment in mortgage 
securities and at the same time to pro- 
vide adequate protection to investors. 

“Because of the prohibition against 
the continuance of the old mortgage 
guaranty companies,” said Senator 
Joseph, “a useful function in providing 
mortgage capital for real estate has 
been curtailed. Such functions will be 
replaced by a mortgage bank, which 
may be set up under the provisions of 
my bill. 
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SYMPOSIUM: RESPONSIBILITIES OF MANAGEMENT. 
What the Trust Department Expects of Directors 


I. F. FREIBERGER 
Vice President and Director, The Cleveland Trust Company, Cleveland, Ohio 


N accepting his election as president 

of The Cleveland Trust Company in 
July, 1908, Fred H. Goff submitted a 
statement in writing, advising the 
Board of Directors as to the policies he 
proposed to advocate, and as to stand- 
ards which in his judgment should be 
adhered to in conducting the business 
of the bank. He first referred to his 
belief that “public confidence was the 
best asset a bank could have; that it 
was better than capital and surplus; 
that lasting success was impossible 
without it,” and gave what he called 
the cardinal points of his banking 
creed, from which I quote: 

“T believe the directors of a banking 
institution should be men of large ex- 
perience ; men who are known to be con- 
servative as investors and not large bor- 
rowers; men of exemplary habits and un- 
impeachable reputation for integrity and 
uprightness; men who are both willing 
and able to give freely of their time and 
ability, without hope of substantial gain 
or reward, to the discharge of the large 
responsibilites imposed upon them by 
law. I believe that the Board of Direc- 
tors should ‘direct,’ in the fullest sense 
of that word, all the affairs of the bank. 

“IT believe that men who are willing 
to lend the use of their names and to 
assume the hazards and responsibilities 
incident to being a bank director are en- 
titled to the fullest information at all 
times with respect to the affairs and 
condition of the bank. No bank can be 
strong in any community unless every 
member of the Board has absolute and 
unquestioned faith in it, and such con- 
fidence, in my opinion, is only born of 
full and intimate knowledge of all of its 
affairs. Directors without knowledge, 
and therefore without faith, are a 
source of weakness, when they should be 
a tower of strength, in times of trouble.” 


To accomplish this objective of fully 
informing all directors in regard to the 
affairs and condition of the bank, there 
was then inaugurated the policy of hold- 
ing two meetings of the entire Board 
every week. This policy has been con- 
tinued without change. 

The “Outline of Lecture” in the Grad- 
uate School of Banking covers the du- 
ties, powers, responsibilities and liabili- 
ties of directors, all matters exceedingly 
important for the proper functioning of 
a Trust Department. I presume to sug- 
gest consideration of the advisability of 
including a discussion with regard to the 
qualifications of a director, and the ex- 
tent of service desired from a director, 
somewhere in the major course devoted 
to the managerial aspects of trust bus- 
iness. 


The Work of Committees 


There is scarcely any limit to what 
we feel entitled to expect from our 
directors. Five of our directors and a 
number of officers are members of our 
Trust Committee. I am confident that 
most trust companies require director 
representation on the Trust Committee. 
In view of the varied nature of the 
problems that are constantly being con- 
sidered, and recognizing this present age 
of specialists, a diversified director rep- 
resentation is greatly to be desired on 
such Committee. The head of a Trust 
Department would seek, for instance, a 
director especially qualified in regard to 
real estate matters; likewise a represen- 
tative especially familiar with securities; 
one especially familiar with manufactur- 
ing and industrial problems; and finally 
one or more especially familiar with the 
Law pertaining to trust administration 
and property rights and problems. 

Having had for more than thirty-five 
years the benefits of experience in week- 
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ly meetings of a Trust Committee at- 
tended religiously by the director mem- 
bers, this is obvious proof of what I, as 
head of the Trust Department and act- 
ing as Chairman of the Trust Commit- 
tee, expect as a minimum from these 


directors. Our experience is that they 
permit almost nothing to interfere with 
their attendance at these meetings. Their 
compensation is insignificant; there are 
no possibilities of monetary gain of any 
kind. The directors are at least con- 
vinced that the spiritual, intangible re- 
ward is very great indeed; the satisfac- 
tion of aiding in the attainment of a goal 
seeking to assume the maximum of ac- 
curacy, wisdom and beneficial results for 
widows and orphans. 

The directors know all about the oper- 
ations of the Trust Department and have 
intimate opportunities for judging the 
abilities of the officers. These combine 
to create the backbone of community con- 
fidence. It is natural that the contacts 
of these director members of the Trust 
Committee with the other directors of 


the bank impress such others similarly 
with their knowledge, faith and con- 
fidence. 


Special Capacities 


There is submitted, weekly, to the en- 
tire Board of Directors the recommenda- 
tions and conclusions of the Trust Com- 
mittee, thus aiding in the task of inform- 
ing and spreading confidence among 
every member of the Board. 


The head of a Trust Department has 
a right to expect from each and every 
member of the Board of Directors, as 
the occasion requires, the same kind of 
specialized service heretofore prescribed 
for the director and members of the 
Trust Committee, mostly in considering 
specific problems. There have been many 
instances in which director members es- 
pecially qualified in regard to industrial 
problems have aided in reaching impor- 
tant decisions in regard to the sale or 
retention of ownership of non-market- 
able stock in close corporations, and have 
aided in arriving at important decisions 
with regard to management. 


On one occasion six of our directors, 
men of large affairs in our city, spent 
hours hearing the story of a young_man 
and his attorney complaining of the re- 
fusal of the Trust Committee to advance 
a very modest amount of principal to 
him to enable him to engage in business, 
all as permitted by the discretionary pro- 
visions. 

The concurrence of this Special Com- 
mittee with the decision reached by the 
Trust Committee was not a rubber stamp 
hearing. The attorney agreed that the 
facts justified the conclusion. We find 
that the judgment and advice of our 
directors are especially to be desired and 
helpful in exercising the great variety 
of discretions now more or less frequent- 
ly authorized under Wills and Trust 
Agreements for the distributions of prin- 
cipal. 


Promise and Performance 


The head of a Trust Department ex- 
pects the directors to prove their con- 
fidence and faith by appointing the Trust 
Department as trustee of their individual 
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estates. I have reviewed our records 
for the past thirty years. During that 
time thirty-seven directors have passed 
away, and of this number in only four 
instances was there a failure of this ex- 
pectation. Our own knowledge of the 
circumstances in these instances temp- 
ers somewhat the stigma of failure. 


The head of a Trust Department has 
a right to expect the directors to: 


Aid the officers in securing trustee- 
ships from their relatives, friends and 
business associates; to be walking, and 
above all talking, advertisements for the 
services of his Department. Directors, 
with their broader contacts, have better 
opportunities than have the officers to 
meet, socially and in business relations, 
the men and women of larger affairs. 


Recognize the importance of adequate, 
efficient personnel, even to the extent of 
anticipating the necessities of growth. 
A corollary to this would obviously be 
cooperation in seeing that the officers 
and staff are fairly compensated. A de- 
sire to economize must not interfere with 
these objectives and essentials. 


Share courageously with the officers 
the decisions that must be made. None 
of us wants to assume hazards of possible 
liability recklessly, but frequently the 
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“right” decision should govern regard- 
less of the fear of uncertainties. 

Require and enforce the highest stand- 
ard of integrity, efficiency and unselfish 
devotion by every officer of the bank. 
In the words of Mr. Goff: “I believe 
that the officers of a bank should not 
only be men of the highest integrity and 
of unquestioned character and standing 
but that they should be known to belong 
to the investing and not the speculating 
class; men who are content with modest 
incomes and unambitious for wealth; 
men willing to limit their borrowings to 
enable them to carry investments pru- 
dently made.” 


Finally, the head of a Trust Depart- 
ment has a right to expect for his staff 
at least a little sympathy from his direc- 
tors. This staff is attempting the Her- 
culean task of preserving the fortunes 
which others have built up, or which our 
clients have inherited. I believe that 
never in the history of banking has this 
task been more difficult. The directors 


must feel free unhesitatingly to criticize 
failures, inefficiencies and carelessness. 
On the other hand, they little know how 


greatly the trying day is completely al- 
tered by the occasional sympathetic 
word; by a word of encouragement now 
and then; and by occasional words of 
faith and confidence. 


“Then it is decided, gentlemen, to use Lily Cups at the office water cooler.” 


Posed by Warner Bros. players. 


Courtesy of Film Fun 





What a President Expects of the Trust Department 


ROBERT M. HANES 


President of the Wachovia Bank and Trust Company, Winston-Salem, N. C., 
First Vice President, American Bankers Association 


HE trust department of any bank 

or trust company is organized and 
operated for just two main purposes: 
First, to provide competent and helpful 
fiduciary services which are absolutely 
essential in our modern, complicated 
social and economic life; second, to pro- 
duce reasonable and regular profits that 
bear a direct relation to the quality of 
service performed, the volume of busi- 
ness handled and the responsibility as- 
sumed. 

Whether the trust department be 
large or small, it should be headed by 
an executive, both in rank and in capa- 
city. A person with only clerical rank 
and ability cannot command the confi- 
dence of those who make wills and 
create trusts. The executive head must 
organize the work, select and train per- 
sonnel, be willing to delegate responsi- 
bility and avoid time-consuming details, 
allowing himself time to plan and to 
think, and thus take a broad viewpoint 
of the entire scope of his department. 

The president expects his trust officer 
to have a broad technical knowledge of 
his job. Even in the large, completely 
departmentalized trust department, the 
senior trust officer must be thoroughly 
grounded in the fundamentals of law, 
tax and investment procedure, real es- 
tate management and trust accounting. 
Without such knowledge, he is not in 
position to judge the effectiveness of 
these operations in his department, nor 
to guide his associates by intelligent ad- 
vice and counsel. 

The trust executive is expected to 
possess a personality particularly adapt- 
ed to the work; in no other business is 
the human factor more important. 

If the volume of business justifies it, 
there should be specialization within the 
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department itself. If the trust institu- 
tions of America are to offer the public 
their services as conservators of wealth 
and managers of property, they must 
make up their minds to meet the exact- 
ing requirements which these responsi- 
bilities involve. The quality of service 
performed by any trust department can 
never be any higher than the degree of 
skill, specialized training and knowledge 
attained by the personnel of that depart- 
ment. 

Furthermore, the selection and devel- 
opment of the personnel in the trust de- 
partment must be so directed that no in- 
dividual’s death or resignation, even 
that of the senior trust officer, will ser- 
iously affect the department’s work. 
“Continuity of management,” “The trust 


company does not die,” “Lasting per- 
formance,”—these are phrases which 
trust institutions constantly use to at- 


tract business. The prospective testa- 
tor is very alert to ask,. “Who will 
handle my affairs if you should resign 
or die?” Intelligent personnel manage- 
ment [and record system] in the trust 
department must provide the answer. 

The president expects the head of his 
trust department to keep up to date with 
respect to equipment and methods. Im- 
proved machinery and equipment, new 
laws and regulations, the development 
of better methods and systems—these 
are changing factors that constantly af- 
fect the work of the department. Mere- 
ly because a thing has been handled in 
the same manner for a decade or two 
is no valid reason, in itself, for contin- 
uing to handle it that way. The trust 
executive must have both the judgment 
and breadth of vision to determine what 
new methods or equipment may be suc- 
cessfully adopted in his department, and 
have the courage to change if change is 
necessary. 
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Dependence on New Business Flow 


The president expects his trust officer 
to be new business minded. No trust 
department can long remain profitable 
unless there is a constant stream of de- 
sirable new business flowing in. In the 
normal course of trust business a great 
many estates and trusts are closed each 
year. On the other hand, only a rela- 
tively small amount of new business 
comes in of its own volition. It is a 
type of business that must be secured 
through constant and aggressive solici- 
tation and promotion. 


The volume of business must be suf- 
ficient to support the equipment and 
personnel necessary to do a good job. If 
the trust department goes through a pe- 
riod of even one or two years without 
securing a sustaining volume of new 
business, there will come a time, some 
years later, when it will feel very keenly 
the effect of that dearth of new business. 


While it is true that the successful and 
faithful performance of a service is the 
best argument for new business, never- 
theless we must admit that the develop- 
ment of corporate fiduciary service will 
never reach the stage where persons of 
means will all turn to a trust institu- 
tion of their own accord. 


At the same time, the trust executive 
must exercise keen discrimination with 
regard to the quality of the business his 
department solicits and accepts. While 
I fully appreciate the desirability of 
high ideals of service and broad social 
concepts, yet we must constantly re- 
member that these banks and trust com- 
panies we operate are business estab- 
lishments and not eleemosynary institu- 
tions. An unprofitable trust depart- 
ment is a menace to any community. 


The test to be applied to all new busi- 
ness before acceptance is: Can it be 
handled creditably and at a profit? Size 
alone is not the determining factor; a 
modest estate without complications can 
be handled at a profit while a large but 
greatly involved estate might be han- 
dled at a distinct loss, especially if fee 
Schedules are not based upon the char- 
acter of work involved. 


Careful management 
conservative 
policies 
and strict 
adherence to 
sound banking 
principles 


since 1886 
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FIDELITY TRUST COMPANY 
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Cost Basis of Profitable Operation 


It is essential that every trust depart- 
ment set up yardsticks by which it can 
determine the nature and amount of ser- 
vices required in each type of fiduciary 
work, determine the cost of handling 
different types of problems, and then 
fix and adhere to a uniform schedule of 
fees that will cover the cost and provide 
a reasonable profit. 


But any trust department that has not 
made an analytical study of its oper- 
ating costs is simply operating in the 
dark with respect to any fee schedule 
it may have adopted. How can we be 
fair to our customers or to ourselves if 
we have no accurate knowledge of our 
costs? 


If certain types of services are being 
rendered at less than cost, I would cer- 
tainly expect the head of our trust de- 
partment to present these facts whenever 
feasible to those involved and frankly ask 
that the compensation be increased. In 
our own institution we have done just 





TRUSTS and ESTATES 


When a Delaware trust com- 
pany can be of assistance, you 
will find the Equitable ready 
to act for you or with you. 


WILMINGTON, DELAWARE 


that in a number of cases, and almost 
without exception additional compensa- 
tion has been secured without any sub- 
stantial objection on the part of those 
served. If we are doing a creditable 
and helpful job, our customers will not 
object to paying reasonable fees, es- 
pecially if we can present to them defin- 
ite figures as to the cost of each par- 
ticular service. 

Let us also study our efficiency of oper- 
ation to be sure that costs are not too 
high by reason of needless expenses. 


Responsibility for High Standards 


In recent years we have come to learn 
that it is not only necessary to do a 
good job, but the public must be made 
aware of the effectiveness and the eco- 
nomic usefulness of that job. 

The head of the trust department 
must keep informed regarding plans 


“I got this letter about a stockholders’ meeting...” 

Reproduced by special permission of the Saturday 

Evening Post, Copyright 1938, by The Curtis Publish- 
ing Company. 


and programs whereby the individual 
institution, as well as local and state 
groups, can effectively combat adverse 
opinion through continuous and effec- 
tive public relations efforts. He must 
see that all staff members are properly 
trained in all matters pertaining to cus- 
tomer and public relations. 

The head of the trust department is 
expected to live up to the “Statement of 
Principles of Trust Institutions.” Here 
we find a courageous, clear-cut statement 
of rights and obligations that should be 
indelibly engraved on the mind and con- 
sciousness of every American trust offi- 
cer. 

The trust executive is expected to co- 
operate with other departments of the 
institution, but at the same time he must 
not allow the interests of other depart- 
ments to encroach upon his proper ful- 
fillment of obligations to beneficiaries 
and other trust customers. 

The trust executive is expected to co- 
operate with members of the bar, with 
insurance men, and with rival institu- 
tions wherever this can be done with- 
out sacrifice of essential principles. 
Each group has its own respective field 
of operation, and a clear understanding 
of and adherance to fundamental rules 
of cooperation will do much to promote 
the interests of all. 

I admit that I am expecting a great 
deal of a trust officer. You will remem- 
ber the story of the trust officer, apply- 
ing for a position, who said, after lis- 
tening to the qualifications the presi- 
dent of the institution expected him to 
possess, “The man you are looking for 
was crucified two thousand years ago.” 

Too many banks and trust compan- 
ies in the past have regarded the busi- 
ness as an easily operated gold mine. 
That fallacy, I hope, has been complete- 
ly exploded. The institution that con- 
siders entering the fiduciary field or 
hopes to continue in it, must be willing 
to equip itself to do a creditable job 
for a modest remuneration. 


A petition for probate of the will of the 
late William S. Dana, New York publisher, 
says the estate is worth about $300,000. The 
will is to be kept sealed until it comes up for 
a hearing. 





What the Trust Department Expects of the President 


CHESTER R. DAVIS 
Vice President-Trust Officer, Chicago Title and Trust Company, Chicago 


ANY of the Presidents of our trust 

institutions came up through oth- 
er departments and are prone to con- 
sider the Trust Department as a ser- 
vice unit of comparatively little impor- 
tance—or at best a very specialized ser- 
vice—of no great earning ability and 
full of hidden dangers and liabilities. 

The head of the Trust Department 
expects the President to take a broad 
and understanding view and_ recog- 
nize the Trust Department as an im- 
portant official earning unit of the in- 
stitution which furnishes a much need- 
ed service to the public every bit as im- 
portant as the commercial banking or 
title business. 

It is possible to budget its income and 
expense, to chart its organization and 
to plan for its future in exactly the 
same manner as any other business en- 
terprise, and the head of the Trust De- 
partment expects the President to co- 
operate with him in formulating and 
executing such plans and to see that 
the department is treated fairly in any 
inter-department decision, such as al- 
locating of costs or advertising ap- 
propriations. 


Esprit de Corps 


Public relations begins with the per- 
sonnel, and getting new business is de- 
pendent upon public relations. The re- 
tention of trust business goes back to 
the training, conduct and esprit de 
corps of the Trust Department employ- 
ees. 

It is important that the President 
recognize the importance of the indivi- 
dual employees, from janitors to depart- 
ment heads, and do everything possible 
to promote their education, training and 
welfare. While the head of the Trust 
Department should have the immediate 
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responsibility for the employee of his 
department, nothing contributes more to 
whole-hearted cooperation and esprit de 
corps for the good of the entire institu- 
tion than the knowledge that the “boss” 
knows what is being done and who does 
it. 

The President should see that a uni- 
form personnel program is adopted, ap- 
plied equally to all departments, cover- 
ing such matters as working hours and 
conditions, vacations, loan fund, hospi- 
talization, education, recreation, group 
insurance and retirement or pension 
plan. He should see to it that employ- 
ees of each department understand the 
problems, the nature of the business and 
the workings of other departments. 

It is the President’s function to be 
directly responsible for the Public Re- 
lations program. To the public as a 
whole, he is the institution. By his 
example, he should cause every employ- 
ee to realize that in his own contacts 
he too is judged as the company repre- 
sentative. 


Advertising and New Business 


The nature and scope of advertising, 
as well as new business, comes properly 
under the head of public relations. The 
head of the Trust Department expects 
that the President will always have in 
mind the interest of the Trust Depart- 
ment and utilize every opportunity to 
sell its service and make known its ef- 
ficiency. He may expect that the Presi- 
dent will approve a budget in a fair ra- 
tio to the earnings or expected earnings 
of the department and that the Trust 
Department will not be considered 
merely as a service unit. In addition to 
his preknowledge that the business 
exists or is developing, a word from 
him to a prospect may frequently have 
greater influence for new business than 
a whole sales talk by someone else in 
the department. 
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And it is usually the President, and 
he alone, who has the authority and the 
influence to direct cooperation among the 
departments in helping to secure new 
business. 


As to Directors and Stockholders 


It should go without saying that if a 
man has enough confidence in the man- 
agement of the bank to go on its board 
he should have enough confidence in its 
trust department at least to name that 
organization as executor of his will. But 
how many of us have been through the 
humiliating experience of having one 
of our directors die, only to find that 
our Trust Department was not named 
in any capacity in that man’s will? 
Here it is quite obvious that the head 
of the Trust Department can expect co- 
operation from his President. 

The same thing can be said of the 
largest stockholders. It is rare indeed 
that anyone acquires a large amount of 
stock in any institution without know- 
ing—at least by reputation—the Presi- 
dent, and having confidence in his judg- 
ment and ability. Who, then, is in bet- 


ter position to show such a large stock- 
holder why he should name the bank 
as executor or trustee, not necessarily 
directly but certainly by making ar- 
rangements for personal contact be- 
tween stockholder and Trust Officer. 


A Free Hand for Department Head 


The head of the Trust Department 
has a right to expect that the President 
will allow him a free hand to operate 
his department, within certain deter- 
mined policies and within the budget 
allowed him. I cannot conceive of a 
more unpleasant situation than one in 
which the President is continually med- 
dling in purely routine matters of the 
Trust Department. In its most virulent 
form this might—and sometimes does— 
consist of the President trying to find 
berths for his own friends and rela- 
tives in the department, quite without 
regard to their fitness or ability and 
without regard for the demoralizing ef- 
fect on the department personnel. 

The head of the Trust Department 
can expect that the President will give 
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him suitable time to discuss fully the 
affairs of his department. Preferably 
there should be quite definite, stated 
times for these conferences, and access 
at all other times so that emergency mat- 
ters of policy can be dealt with promptly. 

At the regular conferences, which, in 
a large institution, should occur at least 
twice a week, the Trust Officer will do 
well to make up an informal agenda 
of matters he wishes to discuss. 


It is also expected that the President 
will hold frequent staff meetings (at 
least weekly) where heads of all de- 
partments meet with the President for 
a discussion of company problems and 
policies. 


The Focal Point 


The President is usually the point of 
contact between the head of the Trust 
Department and the Board of Directors 
and as such should interpret the Trust 
Department to the Board of Directors 
and the Board of Directors to the head 
of the Trust Department. In this posi- 
tion he can keep the Trust Officer in- 
formed of criticisms and suggestions 
relating to trust operation made by 
board members, not only official mat- 
ters taken up by the board in regular 
session but comments made by members 
of the board in conversation with the 
President. 


In matters which require board ac- 
tion, close cooperation between the 
President and the Trust Officer can help 
Trust Department expansion. The head 
of the Trust Department has the right 
to expect that once he has thoroughly 
sold an idea or a policy to the President 
the latter will “go to bat” for him. 

The Trust Department head should 

also be given an opportunity to meet 
the individual directors, to show them 
through his department and to meet 
with proper board committees consid- 
ering trust matters. 
. Finally, let us say that the head of 
the Trust Department expects the 
President to deal with him on the basis 
of frankness and to impart his objec- 
tives and ambitions for the Trust De- 
partment. 





Trusteeship in a Changing World 


FRANKLIN B. KIRKBRIDE 


OUTRIGHT OR INCOME ONLY? 


WAS chuckling, a friend having told 

me there was no more cause for 
worry because posterity was just around 
the corner, when my train of thought 
was interrupted by a remark about out- 
right legacies as compared with trusts. 

Many people fail to set their houses 
in order while all goes well and physical 
and mental powers are at their best. 
Yet that is the very time to plan for 
the future, so there may be no violent 
change in family life when the inevit- 
able break does come. Estate planning 
should consequently be taken up serious- 
ly long before there is any expectation 
of having to deal with executors and 
trustees. 

While ideas are nebulous and plans 
are still vague, skillful, wise and exper- 
ienced advice is most needed to help crys- 
talize into the best possible pattern 
thoughts still in flux. This is the mo- 
ment when the capable trust officer who 
may have to administer the estate can 
help most effectively: before lawyer and 
stenographer get to work. 

In Philadelphia and Boston, in my 
youthful days, posterity as well as an- 
cestry was uppermost in the minds of 
the Biddles and George Apleys. There 
was duty to revere the past, obligation 
to respect tradition and necessity to 
transmit to the future not only an un- 
Stained escutcheon, but the same pale 
blue blood and the wherewithal to as- 
Sure the flowering of the Quaker City 
as well as of New England. 

Here in New York, as the seaport 
grew in size, as races intermingled and 
the melting pot created a new outlook on 
life, material success founded new reign- 


ing families. ‘To hell with the hindmost 
and let the future solve its own prob- 
lems” was a doctrine which gave pos- 
terity free rein to save, build or destroy, 
get experience, untrammeled by shackles 
forged by dead hands. 


The Fruit or the Tree 


For him who leaves no will, the law 
steps in and says: for minors, guar- 
dians not only of the person but for the 
estate as well, till they become of age, 
and for incompetents, trustees for life 
if the disability is permanent, or till 
judicial assent confirms recovery. 

For him who would leave a will, the 
pattern of the law suffices as far as 
minor children and incompetents are 
concerned. Beyond that, each situation 
must be considered on its merits. 

On one side, the paternal desire to 
assure what, till late in life, he maybe 
never has had—a competence that would 
always keep the wolf from the door. 
On the other side, the heir asking him- 
self, which would I rather have, the 
orchard or the right to climb over the 
garden wall and pick my allotted bushels 
of fruit. .To be owner and gardener, or 
to be life beneficiary, no responsibility, 
no cares, no work, just claiming a quota 
of the fruit as a right, free to travel, 
to play, to idle or sleep in the sun, to 
cultivate a hobby or raise cain or throw 
the stuff away. 

When I think of some of the head- 
aches I have had as a trustee, the whole 
system of entail, of relieving heirs of 
the responsibilities which wealth brings, 
just seems the height of folly. But pos- 
sibly the headaches are not exclusively 
the trustee’s. 
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The Better Judgment 


As a general principle, there is wis- 
dom in putting money in trust. I have 
seen so much injudicious use of inherited 
wealth that I know more good than harm 
is done by restricting use to income and 
safeguarding principal. 

This is no easy task and the wisest, 
most capable trustees, whether corpo- 
rate or individual, do err. Yet their 
percentage of mistakes is likely to be far 
less than those of the beneficiary, unless 
he -be thrifty and with special training 
and aptitude in the investment field. 


A spendthrift widow, son or daughter 
should obviously be protected from their 
own folly. On the other hand, the ben- 
eficiary who has won his spurs should 
be given every incentive to achieve great- 
er success, and capital owned outright 
may be the deciding factor. Where the 
estate is large enough to warrant setting 
up an organization for its management 
and attracting the best available brains 
on the basis of a whole-time job, re- 
markable results may be achieved. 


Yet for most people the facilities of 
a qualified trust company are so far 
ahead of the average, untrained indiv- 
idual, acting all too often without ex- 
perience and on a part-time basis, and 
having to rely on secondhand informa- 
tion, that the choice between the two 
is easy. 

The best we can do for our children 
is to give them a good start in life. A 
sound heredity, home influence, a good 
education and the right sort of friends 
are more important than money. Char- 


acter is the keynote of success. Even 
in England where primogeniture has de- 
veloped outstanding examples of the 
most magnificent attitude toward life, 
civic duty and subordination of self to 
the national welfare, there have been 
so many failures that it is obvious no 
universal rule can overcome the defects 
of fallible human nature. 

This is not the place to discuss irre- 
vocable trusts created to save estate ad- 
ministration costs, inheritance and other 
taxes. The tax gatherer has a canny 
way of plugging up loopholes in tax laws 
and the flight of capital to other nations 
and principalities gets more and more 
difficult. Germany has shown us how 
effective fiscal control can be. The gift 
tax has, in this country, added another 
hurdle to surmount and has created 
an effective blockade to the free trans- 
fer of wealth. 


Trusts and Discretion 


I believe in granting wide powers to 
executors and trustees. The dead hand 
should bear as lightly as possible on 
those who succeed to the responsibilities 
of management of wealth. Consider a 
single example of the wrong way to do 
it. An estate is all in bank stocks. The 
trustees are directed to convert into legal 
bonds. But bank stocks are on the bar- 
gain counter and legal bonds skyrocket- 
ing through the roof. Everything right, 
except timing the date of death. So 
posterity suffers. 

For those who are not able to manage 
their own affairs, trusts by all means. 
For those who are capable, but untried, 
why not a little outright, and more may- 
be from time to time as age and ability 
demonstrate their fitness to go it alone. 

Sometimes trustees are permitted to 
dip into principal in emergencies. For 
those who need protection against others 
or their own generous or mistaken im- 
pulses, the answer is plain. 

Whether you create trusts or leave 
outright legacies or both, realize that 
the best possible executors or trustees 
are essential if administration is to be 
carried on with due regard to the terms 
of the will and to the best interests and 
satisfaction of the beneficiaries. 
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Trends 


In The 
Trust 
Field 


(Washington Letter) 


Washington, D. C.—February, 1939. 


Barkley Bill Opposition Develops 


ONGRESS in 1938 would have de- 
livered over to the Securities and 
Exchange Commission the figurative 
blue pencil on all trust indentures. This 
Congress is not so sure that the Com- 
mission should have this authority. It 
was very apparent at the comparatively 
short hearings conducted by the Senate 
Banking and Currency Committee on the 
bill that considerable opposition has de- 
veloped. Trust officials of prominent 
banks in Chicago, Califcrnia, New Eng- 
land and elsewhere, even including New 
York, questioned the bill as a whole or 
in part. The Senate sub-committee con- 
ducting the hearing received telegrams 
from mid-western and far western insti- 
tutions, all in protest against the legis- 
lation. Even its author, Senator Bark- 
ley, New Deal stalwart, wavered some- 
: what because of the unexpected opposi- 
tion. 
Organized banking was not too sure 
‘ this year that it wanted the bill. Robert 
M. Hanes, first vice president of the 
American Bankers Association, told the 
committee that “we did not accept as 
well-founded many statements and con- 
clusions” in the SEC’s report which sug- 
gested the bill. Speaking as former 
chairman on federal legislation of the 
ABA, he added that “we were confront- 


ed with the choice of opposing all regu- 
latory legislation in this field and at- 
tempting to work out some system of 
self regulation, or of offering to cooper- 
ate in the preparation of regulatory leg- 
islation, so that the ultimate bill would 
be a liveable and workable bill.” He 
added that the measure was probably the 
latter, that if the bill passes, trust of- 
ficials “‘will try in good faith to make 
it work,” but “if after a fair trial, we 
find it necessary to suggest amendments, 
we hope and expect we will receive sym- 
pathetic consideration, both from the 
SEC and from Congress.” 


R. G. Page of the Bankers Trust Co., 
of New York, told the committee that 
“trust institutions do not welcome Fed- 
eral regulatory legislation of this type.” 
He went further, saying that the ABA 
did not attempt to bind member banks 
and that five members of the Federal 
Legislative Committee “do not agree that 
the bill is workable,” naming Oliver Wol- 
cott of Boston, L. L. McArthur and Roy 
C. Osgood of Chicago, George H. Stuart, 
3rd, of Philadelphia and B. B. Brown of 
San Francisco. 

Opposition to the Barkley Bill had the 
support of Senators Taft of Ohio and 
Downey of California and to some extent 
of other committee members. This was 
true when Harold V. Amberg, vice pres- 
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ident and general counsel of the First 
National Bank; G. S. Canright of Con- 
tinental Illinois National Bank & Trust 
Co., both of Chicago, registered opposi- 
tion. Mr. Amber referred to the over- 
exacting rules prescribed by the bill: “as 
a bondholder I would rather have a local 
trustee than an absentee trustee despite 
all the rules.” He urged a “flexible” law. 


The Federal Reserve Board, rather 
than the Securities and Exchange Com- 
mission, would be given control over all 
trust indentures under a rewriting of the 


Barkley Bill presented in the form of a 
new measure by Senators Herring and 
Townsend. 


Senator Taft, lawyer, banker, and with 
experience in the writing of indentures, 
supported pleas for less detailed laws. 
He said he had received “many letters 
from bankers protesting against this 
proposed legislation.” The Barkley bill, 
in the Ohio Senator’s estimation, is 
“wholly unnecessary.” If any bill he 
proposed a “simple one’’, adding that he 
could not see the need for Congress legis- 
lating every detail of trust indenture. 

At the present, there seems to be little 
activity favoring any sudden passage. 
As far as the SEC is concerned, there 
is no diminution of desire to see the 
bill passed. 


Single Regulatory Agency 
INCE the publication of the Reserve 
Board’s annual report with its first 
23 pages devoted to a recital of the con- 
flicting duties of the several federal bank 
supervisory agencies, there is a desire 
expressed to set up some joint Congres- 
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sional commission or committee to study 
the problem through. During hearings 
on the Barkley Bill the proposal was 
several times raised as to whether it 
would not be a “good thing” to let trust 
indentures and control over them be a 
part of the .proposed committee’s duty. 
There is, as yet, no indication that im- 
mediate action will be obtained through 
either the Senate or the House, to this 
end. At the same time, Chairman Wag- 
ner and Chairman Steagall have both in- 
dicated in private conversations that 
they are willing to see an attempt made 
to coordinate these various conflicts in- 
cluding a bringing together of all trust 
powers under a single agency. 

It is recognized by all trust officials 
familiar with Washington tempers and 
personalities that such an ideal as pro- 
posed in the Reserve Board’s report 
would be about the only hope to secure 
coordination in the trust field. This 
would bring together statistics on state 
and national trust institutions of im- 
mense potential value. High officials in 
the Comptroller’s Office, the Federal Re- 
serve Board and the Federal Deposit In- 
surance Corporation, all admit the need 
for such coordination. In fact, because 
there are no coordinated statistics on 
trust institutions, there is less accurate 
information on this phase of banking 
than any other. 

While the Reserve Board made no spe- 
cific recommendations in calling the 
problem to the attention of Congress, 
some missionary work has been in pro- 
gress among influential members which 
may eventually culminate in action. 
Hearings conducted on various technical 
bills before the two banking committees 
have included comments about the mat- 
ter. Officials of the supervisory agencies 
have suggested that bankers could aid 
in “starting the ball rolling” if they de- 
sired. As long as prominent personali- 
ties, such as Chairman Eccles, Comp- 
troller Delano, Chairman Crowley and 
Secretary Morgenthau view the future 
in terms of individual concepts on money 
and credit and bureau aggrandizement, 
headway will be slow. 

The Federal Deposit Insurance Corpo- 
ration is pressing forward its program 
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of consolidation of banks. New Jersey’s 
experience, not yet concluded, is a mere 
segment of its efforts, although in the 
Jersey City institution, it is one of the 
largest. 

What the FDIC is anxious to do is 
to bring about greater uniformity in 
valuations. It feels that it is on the 
high road to accomplishment. The 
Comptroller’s Office and the Federal Re- 
serve Board are, with the FDIC, now 
following the “uniform examination” 
forms. This does not mean, however, 
that the three agencies are agreed on 
all items. Very little progress has really 
been made in trust matters toward a 
workable uniformity in either supervi- 
sion or examination. 


Bank Records and “Monopoly” Inves- 
tigations 


HE Securities and Exchange Com- 
mission is very much a part of the 
trust official’s picture of Washington. 
There are many able and experienced 
members of the Commission and also 


many very zealous ones, some of whom 
are reformer-minded. Looking into bank 
files and displaying the records of bank 
examiners is designedly in the public 
interest and resorted to to correct 
wrongs, but from the viewpoint of the 
banker, quite horrifying. In the case 
of the Bank of America N. T. & S. A., 
the high courts are being asked to rule 
on banking law which has many implica- 
tions for trustees far beyond the affairs 
of A. P. Giannini and his associates. 

In the meantime, the “Monopoly Study 
Group” at the SEC is, at this writing, in 
charge of the hearing stage where life 
insurance companies are being interro- 
gated by the Temporary National Econ- 
omic Committee. 

Taking a page from the campaign 
material of Representative Wright Pat- 
man of Texas, author of a bill for Gov- 
ernment ownership of the Federal Re- 
serve Banks, SEC officials are attempt- 
ing to show the relationship existing be- 
tween the large insurance companies and 
banks and trust companies, railroads, 
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other insurance companies, publishing 
firms and utilities in general. 

There are no definite charges other 
than “interlocking directorates.” There 
are implications, of course, particularly 
in control of vast financial resources and 
of Government bonds. For example, it 
was brought out that, in 1938, 49 of the 
largest companies held in direct and 
indirect guaranteed Government secur- 
ities, one-tenth of the Government debt. 

The purpose of the investigation of 
the life insurance companies, according 
to SEC Chairman Douglas, is “to survey 
the economic power inherent in the vast 
investment funds controlled by insurance 
companies and to study the impact of 
that power upon our national economy.” 
Mr. Douglas hinted possible legislative 
action, for he said that the study “will 
probably bring us in time to a consid- 
eration of the extent to which insurance 
company influence permeates areas of na- 
tional importance, such as the capital 
markets, the supply of mortgage funds 
available to farmers, railroad reorgani- 
zation, and perhaps the financing of low 
rent housing. It will of necessity de- 
mand inquiry as to the future of invest- 
ment banking and, indeed, the extent to 
which insurance companies have come to 
dominate security issuers, underwriters 
and investors.” 


Corporate “Bigness” 


HATEVER legislative reform pro- 

gram may be developed—and it 
is not ready yet and probably will not be 
for some time—it is certain to revolve 
around size and scope as indicators of 
corporate power. Chairman Douglas, an 
individual very close to the President 
and, whatever may be his social, econ- 
omic philosophy, well respected, believes 
that corporate size is, in itself, an econ- 
omic hazzard. 

Mr. Douglas is at his best when dis- 
cussing the “rapid growth of tremendous 
corporations” which tend to stifle men. 
Trust men looking for economic trends 
and bearing in mind Washington influ- 
ence may well note the following words 
of the Chairman: 

“The convenient and impersonalized 
use of the corporate device has unques- 
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tionably contributed to moral decadence. 
That has especially been true with the 
growth of bigness. Empires so vast as 
to defy the intimate understanding of 
any one man tend to become playthings 
for manipulation. The fact that rail- 
roads, or banks, or operating utilities lie 
somewhere deep underneath the corpo- 
rate maze becomes incidental. Values be- 
come translated. Service to human be- 
ings becomes subordinate to profits to 
manipulators. The stage setting is per- 
fect for the disappearance of moral val- 
ues. Individual responsibility before God 
has no counterpart in the corporate sys- 
tem.” 


The Banking Bills Hopper 


OT all of the banking bills which 
will concern trust officials have, up 
to this mid-month, been introduced. Sen- 
ators Glass and Smathers both have bills 
poised at the starting line, the former 
a bank holding company measure and the 
latter a completely re-written banking 
agencies bill. Representative Steagall is 
holding off on his increase of deposit in- 
surance. Former Representative, now 
Senator Mead has an intermediate credit 
bill yet to be entered and Senator Pep- 
per has already christened with a lengthy 
public statement his revised regional in- 
dustrial credit banks to be underwritten 
by the Federal Reserve System. 

Among the bills awaiting hearings not 
as yet set is that of Senators O’Mahoney 
and Borah on federal licensing of corpo- 
rations. There is growing support for this 
measure among many New Dealers in 
Washington. The future of the measure 
will undoubtedly depend upon revela- 
tions from the anti-monopoly committee 
and political winds of reform. The bill 
would require licenses from the Federal 
Trade Commission. And while banking 
is generally exempted there is the pro- 
vision relating to stock ownership, voting 
trusts and holding companies, which 
opens a side door. 


Senator Wagner’s federal mortgage 
bank has not, up to this writing, come up 
for hearing. There appears to be no 
organized opposition. The bill provides 


that first mortgages, meeting certain eli- 
gibility requirements, may be bought or 
loaned on. 


Borrowers or sellers must be 
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in the business of using their own funds 
in making real estate mortgages on 
urban property. 


And then—Taxes 


MONG the definite objectives of the 

Administration for this Congress 
is a law permitting reciprocal taxes on 
all government securities, Federal, state 
and municipal. Opposition is strong. 
The Government is not being deterred 
by claims of unconstitutionality or as- 
sertions that such a law would be turned 
down by the Supreme Court. On the 
other hand a summary of the argument 
of the Treasury and the Department of 
Justice is: pass the law and see if the 
Supreme Court does not uphold it. 


The Treasury has a tax plan, but pre- 
fers to say nothing at all at the present. 
Generally speaking, it will renew most of 
the present taxes with changes designed 
to aid business. Some tax consultants 
foresee the possibility that some new rev- 
enue may be asked to finance the farm 
and national defense programs. Con- 
gress is rushing through the codification 
of all tax laws into a single new law 
which many trust officers will appreciate. 





Treasury Field Divisions 


The Treasury Department has an- 
nounced the schedule for the establish- 
ment of six remaining field divisions of 
the Technical Staff of the Bureau of 
Internal Revenue, under the decentrali- 
zation system which has been inaugu- 
rated by Secretary Morgenthau and 
Commissioner of Internal Revenue Guy 
T. Helvering for the settlement of in- 
come and estate-tax cases. 

Four such divisions are now in oper- 
ation: the Pacific, New York, Chicago, 
and the Central Divisions. The addi- 
tional divisions will be established as 
follows: 

New England: February 1, 1939, with 
offices at Boston and New Haven, to 
have jurisdiction over cases originating 
in the six New England States. 

Eastern: March 1, 1939, embracing 
Pennsylvania and New Jersey, with of- 
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fices at Pittsburgh, Philadelphia, and 
Newark. 

Southwestern: April 1, 1939, includ- 
ing the States of Mississippi, Louisiana, 
Texas, Oklahoma, and Arkansas, with 
local offices at New Orleans, Houston, 
Dallas, and Oklahoma City. 

Western: April 1, 1939, consisting of 
the States of New Mexico, Colorado, 
Wyoming, Nebraska, Kansas, Iowa, and 
Missouri, with offices at Denver, Omaha, 
Kansas City, and St. Louis. 

Atlantic: May 1, 1939, consisting of 
the States of Delaware, Maryland, Vir- 
ginia, West Virginia, ana North Caro- 
lina, and the District of Columbia, with 
headquarters at Washington. 

Southern: May 1, 1939, including the 
States of Florida, South Carolina, 
Georgia, Alabama, and Tennessee, with 
headquarters at Birmingham. 

Under the new procedure, the invest- 
igation of tax returns will be conducted 
by the internal revenue agents as here- 
tofore, and upon the completion of such 
an investigation the taxpayer will be 
notified of any adjustments which the 
law and regulations appear to require. 
The internal revenue agent in charge 
will undertake, by correspondence or 
conference, to secure the taxpayer’s 
agreement to such adjustments, but if 
the taxpayer finally protests, his case 
will be referred for hearing to the pro- 
per division of the Technical Staff, in- 
stead of to the Bureau at Washington 
as has been done under the old system. 

The Staff Division will accord hear- 
ings to the taxpayer at the most con- 
venient local office, give full consider- 
ation to his objections, and make a final 
administrative determination with re- 
spect to all matters in dispute, subject 
only to appeal to the Board of Tax Ap- 
peals and the Courts. 


a 


Corporate bond and note redemptions in 
1938 total $901,049,600, compared with $1,- 
891,825,950 in 1937, and with the record of 
$3,095,265,209 in 1936. 

Bond calls scheduled in December includ- 
ing foreign corporate obligations in the 
United States, total $179,249,800, compared 
with $87,917,300 in November, and with 


$23,180,650 in December, 1937. 
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The Outlook for Public Utilities 


(Continued from page 169) 


them, however, that they are engaged in 
interstate commerce even when only con- 
nected with or selling to a utility that 
is in fact in interstate commerce. Con- 
sequently a revival of “pools” and inter- 
connections may be expected. 


Among the most interesting possibili- 
ties of the future is direct current trans- 
mission through the use of grid-control- 
led rectifiers. When and if this method 
becomes practical, existing transmission 
capacity may be increased more than 
40% with relatively little increase in in- 
vestment. In addition, direct current 
transmission is expected to obviate many 
of the difficulties of interconnecting gen- 
erating plants which harass the industry 
today. 


Financing Costs 


HE. reductions now being made in 

the cost of borrowed capital and in 
preferred stock dividends are of signi- 
ficance to the common stock equity. While 
the reduction in the cost of borrowed 
capital to a particular company is not a 
saving to which the consumer is entitled, 
yet during the recent period of utility 
harassing companies have, by various 
means, been forced to make concessions, 
the effect of which was to give the con- 
sumer all or most of the gains of an 
improved bargain for capital. While 
much of this refunding has already been 
accomplished, a considerable volume re- 
mains to be accomplished. As earnings 
and political conditions improve, more 
issues will enter the category of refund- 
ables. The barrier to holding company 
refinancing appears to be giving way. 
One of our largest holding companies 
(North American Co.) has already per- 
formed such an operation and another 
has announced its intention of attempt- 
ing to do likewise. 


Changes in Regulatory Techniques and 
Requirements 


NE set of factors which promises 
to have an important effect on earn- 
ings has been reserved for special con- 
sideration. Both the Securities and Ex- 
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change Commision and the Federal 
Power Commission have been given ex- 
tensive regulatory powers over various 
phases of the utility industry. Apart 
from the highly significant long term 
changes in a utility company position 
which it is in the power of these two 
commissions to initiate, their evolving 
policies exercise considerable influence 
on the immediate outlook. One of the 
immediate consequences of the pyramid- 
ing of regulatory agencies is a sharp in- 
crease in cost to the companies. 

Executives have been devoting more 
time to being regulated than to running 
their businesses. The clerical work of 
making reports and answering question- 
naires is taking on substantial propor- 
tions. 

But the cost of regulation does not 
stop there. In a number of states the 
whole regulatory commission expense 
(and it, too, is rising) may be assessed 
against the utilities. In a number of 
other states, the commissions are auth- 
orized to charge various fees for their 
services. 

In many states the uniform system of 
accounts requires the setting up of “con- 
tinuing property records;” the setting 
up of such records is highly expensive, 
and they are costly to maintain. The 
Federal Power Commision’s uniform 
system of accounts requires determina- 
tion of the cost of physical property in 
service to the person first devoting it 
to the public use. This also is a labor- 
ious and expensive task. 


Original Cost vs. Reproduction Cost 


HIS trend in regulatory affairs may 
have more than passing significance 
for the investor. He may well ask why 
this emphasis on determining “aborig- 
inal” cost. It is claimed that such a 
system is administratively simpler and 
fairer. This assertion, however, does 
not hold water unless the whole body of 
rate regulatory law is upset. One may 
be justified in suspecting that the point 
of it all is to aid in upsetting the rule 
of present value for rate making. 
It apparently is hoped that such evi- 
dence of value will be lower than other 
such evidences, and thus establish a 
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basis for further rate reductions. Apart 
from the immediate effect on rates, of 
what significance to the equity investor 
is the “original cost” vs. “reproduction 
cost new less accrued depreciation” con- 
troversy? 

The answer, in brief, is that if the 
basis for rates were fixed by cost and 
if the rate of return were held constant, 
the dollar return would be the same pro- 
portion of the property account, regard- 
less of any movements in the price level. 
In other words, although the purchasing 
power of his dollar income would vary, 
the equity investor would always re- 
ceive the same number of dollars. If 
reproduction cost became the universal- 
ly accepted method, the investor’s dollar 
income would vary, but the purchasing 
power of that income would remain 
relatively unchanged. 


While the movement toward adoption 
of “original cost” appears to have gain- 
ed considerable headway in regulatory 
circles, the Supreme Court has not de- 
parted as yet from its stand that cost 
is but one evidence of value and not 
value itself; that the bearing of the 
evidences of value on value varies with 
time and circumstance. All of this pre- 
occupation with original cost seems 
most unfortunate when attention of reg- 
ulatory agencies and managements 
could so much more effectively be di- 
rected toward the future as it is reflect- 
ed in the potentialities of the market. 
Time alone will prove that the funds 
spent on aboriginal cost finding will be 
as futilely wasted as the money spent 
on physical valuation of the railroads. 


Retirement vs. Depreciation Accounting 


NE more trend in regulatory policy 

should be called to the investor’s 
attention. That is the trend away from 
“retirement” accounting to “deprecia- 
tion” accounting and the effort to put 
depreciation accounting on a straight 
line basis. Many regulatory bodies are 
making depreciation accounting man- 
datory, and some go as far as to insist 
that depreciation be computed on a 
“straight line basis.” Retirement ac- 
counting defers the charge for property 
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consumed in rendering service until it 
actually goes out of use, while deprecia- 
tion accounting anticipates the need by 
charging off a little at a time while the 
property is being used. 

Although the primary effect of a 
change to depreciation accounting is a 
larger charge-off and hence lower re- 
ported earnings, the investor is ade- 
quately protected if the resulting net 
earnings provide a “fair return.” If 
they do not, the investor has, in effect, 
not been receiving his fair return, but 
has been deluded by figures. 

More serious, possibly, is the latest 
move by which it is sought to deduct the 
reserves so accumulated in the deter- 
mination of the rate base, namely, that 
the amount of the reserve is to measure 
the depreciation in the property for 
rate-making. Unless rate increases are 
allowed to compensate for this com- 
pulsory amortization of the investment, 
the equity available for the stockholders 
will be reduced. In a sense, a number 
of these newer regulatory policies are 
to be viewed as surreptitious means of 
securing a reduction in the return on 
public utility investments. 


The Balance Sheet 


HERE are favorable and unfavor- 

able economic trends affecting the 
gas and electric industries. In a rough 
sort of way they probably cancel out. 
There are technological developments 
which may be viewed with alarm and 
others that hold out the possibility of 
great future advances to the distinct ad- 
vantage of central provision of gas and 
electric service. They also probably bal- 
ance each other out into a fair business 
risk. 


The trends which are least favorable 
are long term fundamental readjust- 
ments which are not going to come so 
rapidly as to constitute an investment 
threat. Among them the shifts in pop- 
ulation, the tendency toward stability 
in population, the future of cities 4s we 
know them, the five day week and de- 
centralization of industry are most im- 
portant. The gas industry probably 
faces serious changes in the nature of 
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its market but there again shifts will 
probably not come so rapidly as to ser- 
iously impair investment positions al- 
though the securities during such per- 
iods of adjustment will not be viewed as 
favorably as otherwise. Some of the 
fundamental trends noted above have 
particular significance for the gas in- 
dustry. 

On net balance there is nothing to con- 
cern the investor in general from an 
economic and technical point of view. 
All industry is subject to the impacts of 
important changes in science and the 
arts. The utilities are not exempt. In 
fact these changes can be taken with 
less shock by utility industries than by 
competitive industries. 

There is one group of factors, how- 
ever, which may outweigh all of the 
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economic considerations. These are the 
impacts which are politically generated 
and legally imposed. The damage done 
by the political onslaught of the last ten 
years can only be measured in terms of 
what might have been; the possibilities 
of expansion, employment, demand for 
the products of heavy industry and op- 
portunity for the safe investment of un- 
employed investment funds. 


If the utility industries were freed 
from the threat of political action con- 
ceived in malice and applied with an eye 
to political rather than economic ends 
there would be no general investment 
problem, only the more particular ques- 
tions of the comparative position of dif- 
ferent companies and the relative ability 
and achievement of their managements. 


Political and Internal Trends in Electric Utilities 


EDWARD WHITE 
News Editor, Electrical World, New York 


NTERING into a new cycle of oper- 
ations, the electric utility industry 
views the future with greater hopes for 
public understanding than in many 
years past. The developments which 
have brought about this change in sen- 
timent have been twofold: realization 
by mana ge- 
ment that it must 
take the public in 
as a partner, and 
the realization by 
the public that the 
success of the util- 
ity industry is a 
primary requisite 
for national pros- 
perity. 

Although the industry has gone 
through eight years of economic and 
political unrest, during part of which 
period every abuse of a political dem- 
agoguery has been heaped on it, the 
electric utilities are emerging stronger 
and more progressive than at any time 
in the past. While many problems are 
yet to be solved, the chances are that 


these will not prove insurmountable 
and the industry will emerge sounder 
financially and in a better position to 
take advantage of economic changes. 
An analysis of the industry and what 
it holds as a field for investments in- 
dicates that political expediency war- 
rants a more con- 
ciliatory attitude 
of government to- 
ward utilities. 
While it is unlikely 
that the Roosevelt 
Administration has 
changed its funda- 
mental philosophy 
toward the indus- 
try, public pressure 
demands that personal vitriolic attacks 
give way to sound economic policies in 
the interest of the people. This forced 
change on the part of the government 
will have a profound effect on the new 
opportunities opened to the utilities for 
expansion of facilities and development 
of new and present markets. 
Relieved of much of the political 
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pressure, subsidized competition and 
litigation, the industry can devote its 
energies to corporate matters and the 
successful operations of its properties. 
Economic necessity, during recent years 
of declining earnings, increasing taxes 
and operating costs, has brought out the 
best in management in operating the 
business and selling services at a mini- 
mum of cost. From this point on it is 
likely that the utilities will see a great- 
er proportion of net income from in- 
creased revenue than at any time during 
the past few years. This will make a 
financially sounder operating and hold- 
ing company system, and utility securi- 
ties more attractive as investments. 


Settlement of TVA Problem 

F major importance to the industry 

is the settlement of the TVA con- 
troversy. While the Supreme Court de- 
cision failed to settle the question of 
constitutionality, it apparently gave the 
government free opportunity to expand 
its operations and competition with the 
private companies. Sale of the Ten- 
nessee Electric Power Company proper- 
ties, and the proposed sale of proper- 
ties of Alabama Power Company and 
Mississippi Power Company in the TVA 
area, will eliminate destructive compe- 
tition and leave TVA free to test its 
“yardstick” of electric rates. 

This settlement of the TVA question 
is likely to have greater effect on the 
utility industry than is generally under- 
stood. In the first place advocates of 
public ownership have scored a great 
victory and are preparing for a tri- 
umphant entry into a vast area to dem- 
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onstrate the soundness of their philoso- 
phy. The success of the venture in the 
TVA area will be henceforth an ex- 
ample of government ownership. While 
the TVA area is geographically and eco- 
nomically different from other sections 
where there are government power pro- 
jects, nevertheless it will stand as a 
model. 

At present, even before this new em- 
pire in utility socialism has been able 
to come into full operation, there are 
heard murmurs from taxing subdivis- 
ions as they see tax revenues fade in 
the process of the change from private 
to public ownership of the utilities. 
These murmurs will grow louder as the 
states, counties, municipalities, school 
districts, and the like, begin to feel the 
pinch of loss of tax revenues. While 
proposals are already being considered 
to tax municipal utilities the same as 
private, the final pressure will come 
when the Federal Government reaches 
out for its share of tax revenue. When 
that time comes, it is likely that the 
“yardstick” will be forgotten and the 


The purchase, this month, of the Ten- 
nessee Electric Power Company proper-: 
ties by the TVA represents a long step 
forward in improving the relationship be- 
tween the private utilities and the gov- 
ernment. The TVA had originally bid 
only $55,000,000 for these properties as 
compared with a price of $90,000,000 ask- 
ed’ by the company. The final price of 
approximately $80,000,000 was a sub- 
stantial increase over the initial bid of 
the TVA and recognized some equity 
value in the company. 
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glamour of public ownership badly tar- 
nished. 


Outlook for Further Government 
Activity 


ITH the public not entirely con- 

vinced as to the wisdom of spend- 
ing huge sums for giant hydro-electric 
projects which benefit only a _ small 
proportion of the population, it is un- 
likely that new projects, not now con- 
templated and work started, will be un- 
dertaken. The recent rejection by the 
House of TVA appropriations for the 
$93,000,000 Gilbertsville and other pro- 
jects is significant. 

There is little doubt that President 
Roosevelt will press for the Passama- 
quoddy tidal-power project and the St. 
Lawrence development. Their chances 
are dubious. PWA loans and grants 
for competitive power projects have 
slim chance of life in the new Congress. 
The proposed 7-TVAs, if ever enacted, 
will probably take the form of strict 
flood control. This is seen in the recent 


recommendation to the Texas Legisla- 
ture that the Lower Colorado River Au- 
thority be restricted in its power oper- 
ations and confined to its original pur- 
pose—flood control. 


Bonneville Administrator J. D. Ross 
is having his troubles in the Northwest 
where he finds the market extremely 
limited as an outlet for power from 
Bonneville and Grand Coulee. Efforts 
are being made to form Public Utility 
Districts—PUDs—as markets for the 
power. This movement has been strong- 
ly opposed by the people in certain coun- 
ties where public ownership was reject- 
ed at the polls last year. Mr. Ross is 
now seeking an outlet for his power 
through existing private utility systems. 
At best it is a difficult problem which 
will be intensified when the full capa- 
city of the two government projects 
comes into operation. However, the feel- 
ing in the area is to dispose of the gov- 
ernment power in a way which will not 
offer competition to existing utilities. 


Municipal Ownership 


There is record of thirty-one instances 
(in 1938) where municipalities refused 
actual PWA loans and grants and in an- 
other sixteen places of record, proposals 
involving PWA money were turned down. 
The gratifying element in this connec- 
tion is that of the total of 47 instances 
involving federal aid 31, or nearly 70 per 
cent, were the decisions of voters. The 
others were decided by the mayor or 
council.”—Electrical World, Jan. 14, 
1939, (p. 89). 


Rural Electrification 


URING the 1938-39 fiscal year the 

Rural Electrification Administration 
had placed at its disposal by Congress 
$140,000,000 to carry on its work of ex- 
tending electric service to farm and 
rural areas not served by private utili- 
ties. Practically the entire fund has 
been allocated to projects, and there 
appears to be no problem of spending 
what is left of the fund. For the 1939- 
40 fiscal year REA is asking for $40,- 
000,000, the amount which the agency 
has at its disposal annually for the next 
eight years. In 1938 Congress set 4 
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fund of $400,000,000 to be spent equally 
over a ten-year period. 

Up to June 30, 1938 REA had allotted 
a total of $87,719,209. This sum, to- 
gether with what is to be spent in the 
1938-39 and 1940 fiscal years makes 
REA a big factor in the electrical busi- 
ness. The work of the REA has stim- 
ulated rural expansion by the private 
companies and has made the farmer 
more conscious of the benefits of elec- 
tricity. It is yet to be seen whether 
all the REA projects will prove self- 
supporting. In the event they are not 
able to make a go of it on a co-operative 
basis it is likely that the private com- 
panies will be asked to take over the 
work. 


Rate Base Controversy 


RECENT development, which will 

bear close attention, is the appeal 
to the United States Supreme Court by 
the Pennsylvania Public Utility Com- 
mission from the decision of a district 
court which ruled unconstitutional the 
Pennsylvania law permitting the com- 
mission to order temporary rates which 
would yield the utilities not less than a 
5 per cent return. 

The case is against the Edison Light 
& Power Company of York, Pa., and has 
been appealed on the ground that it is 
within constitutional limits for the com- 
mission to apply the prudent investment 
doctrine in evaluating utility properties 
and on this basis set temporary rates, 
in this instance reducing rates $435,000 
a year. 
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The doctrine was first enunciated by 
Justice Louis D. Brandeis and has long 
been advocated by President Roosevelt. 
Acceptance by the Supreme Court of the 
doctrine as the sole method of evaluat- 
ing property in use and useful to pub- 
lic service, would upset all present rate 
structures as well as the doctrine in use 
during the past forty years, where re- 
production cost, less depreciation, has 
been the ruling factor. 


Solicitor General Robert H. Jackson, 
appearing in the case as a “friend of 
the court’, argued that the present rule 
of fair value produces results which 
are unreliable, arbitrary and absurd. He 
made a strong case before the court to 
accept the prudent investment doctrine. 
Support was added when the New York 
Public Service Commission filed a brief, 
stating that the Court of Appeals had 
upheld the New York law allowing the 
commission to fix temporary rates for 
public utilities pending a determination 
of final rates. 


The fact remains that should the 
Supreme Court uphold the law allow- 
ing the commission to fix temporary 
rates, which in every instance so far has 
been a reduction, every utility in the 
country can look forward to having its 
rates reduced during times of depres- 
sion. It was on the basis that during 
the depression all prices were down and 
the utilities should cut their rates, that 
the New York commission made its rul- 
ing, ordering a 6 per cent reduction in 
all electric rates. 
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Utility observers believe that should 
the prudent investment doctrine be ac- 
cepted by the Supreme Court a wave of 
rate litigation will sweep the country. 
Every state utility commission would 
likely use the decision as the opening 
wedge to revalue utility property for 
the purpose of effecting lower rates. 

One redeeming factor in the rate pic- 
ture is that a great many utility com- 
panies have written down their proper- 
ties to original cost and many are not 
now earning a fair return. The ever in- 
creasing burden of taxation is another 
factor likely to deter state commissions 
from meddling with present rate struc- 
tures. As Chairman Milo R. Maltbie 
of the New York commission has stated 
on several occasions, unless some brake 
is put on taxes, utility rates must be 
raised. 


Growing Taxes and Other Charges 


HE burden of taxes on the electric 

utilities has increased from $205,- 
000,000 in 1932 to $338,000,000 in 1938, 
or about 65 per cent, while operating 
revenue has increased only 19 per cent 
(from $1,719,000,000 to $2,048,000,000) 
during the same period. The balance 
of income after expenses, taxes and de- 
preciation, available for interest and 
dividends, decreased from $728,000,000 
in 1932 to $727,000,000 in 1937 and then 
to $712,000,000 in 1938, a drop of only 
2.25%. 

On the surface it appears that total 
operating expenses and taxes have so 
increased as to leave the industry in a 
sad state financially. Close analysis of 
income and expenditures of the indus- 
try discloses that taxes and operating 
expenses, other than depreciation, have 
increased $289,000,000, while revenue 
has increased $329,000,000 since 1932. 
This would leave the industry a balance 
of $40,000,000 to the good. 


Depreciation Charges Affect Earnings 


HE drop in net income, available 
for interest and dividends, is due 
largely to the increase in charges made 
by the utilities to depreciation and re- 
tirement. This sum increased from 
$160,000,000 in 1932 to $218,000,000 in 
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1938, a difference of $58,000,000. Had 
the same rate—ratio of depreciation 
to total operating revenue—been main- 
tained in 1938 as was the case in 1932, 
the utilities would have had approxi- 
mately $30,000,000 more net income in 
1938 than was shown. 


An analysis of this sort indicates either 
that the industry was skimping on de- 
preciation during the early depression 
years in order to make a balance sheet 
showing of net income, or that depre- 
ciation has been overdone in recent 
years. That the amount set aside for de- 
preciation has steadily increased since 
1932 is a healthy turn of events in some 
respects. This fund is available for re- 
placement of old and obsolete equip- 
ment by machinery of modern design. 
Thus operating economies were effected 
at a time when new capital was difficult 
or impossible to get. It is this modern, 
low-cost operation, equipment, and oth- 
er operating economies, which will al- 
low the industry to show a greater pro- 
portion of net income on a further in- 
crease in operating revenue. 


Further Expansion Anticipated 


HE vitality of the electric industry, 

its progressiveness in operation 
and its consistent growth in number of 
customers, area served and sales, are 
worthy of note. Most important from 
this point is not the past growth, but the 
prospects for future growth. There are 
still thousands of homes, farms and 
businesses not served by central sta- 
tions. 


Installation of New Capacity 


Kilowatts 

. 2,733,284 
1,695,908 

a 1,396,735 


1926-30 (annual average) 
1938 act fed 
1939 (est.) oar 
The 1938 total was divided as follows: 
private 1,344,698 KW vs. municipal and 


federal 351,210. For 1939 it is expected 
that private will decline to 962,085 KW 
while the public increases to 434,650 KW. 


It may be said that utility operators 
will make use of every opportunity to 
apply scientific and engineering devel- 
opments to their operations as fast as 
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they prove their worth so that econo- 
mies and reduction in costs can be ef- 
fected. The same progress will be 
noted in sales efforts, which now consti- 
tute an important phase of utility oper- 
ations. To offset government regula- 
tion and supervision, with its related 
added expense, management is using 
every resource available to reduce costs 
of operations and to increase net income. 


A survey of the growth of the indus- 
try indicates that there is still room for 
further expansion. Extension of lines 
into rural and farm areas, and a devel- 
opment of this potential market, is a 
problem being tackled by the industry. 
The industrial and commercial, as well 
as the residential markets, are being 
stimulated to make greater use of elec- 
tricity—-which means increased sales 
and revenue. The programs being un- 
dertaken by the industry indicate that 
the efforts will be productive. 


New applications for use of electri- 
city in industry are being devised every 
day. Industries of all types are find- 
ing that wider application of central 
station service will effect operating 
economies. This means greater indus- 
trial load for the utilities. It is esti- 
mated that in the electro-chemical in- 
dustry power requirements will be more 
than doubled in the next few years. The 
metallurgical industries offer another 
field of power expansion. In the com- 
mercial field air-conditioning and new 
systems of lighting are producing in- 
creased revenue to the utilities. These 
fields are far from saturation. 


Greater utilization of existing facili- 
ties is being looked upon by utility man- 
agement as one aid to increasing net 
income. This applies to all classes of 
customers. In the residential field the 
utilities see great prospects of obtain- 
ing a higher rate of revenue with the 
development of the low-use customer 
Class. The field for household ap- 
Pliance sales is far from being satur- 
ated, as far as the. high-use appliance 
18 concerned. Ranges, water heaters, 
roners and refrigerators offer poten- 
tialities of new revenue producing load 


COMPANY 
EXECUTORS AND TRUSTEES 
Head Office: Montreal P. Q. 


Branches throughout Canada, 
at St. John’s, Nfld., and London, Eng. 


from a class of customers never before 
reached. 


Appliances Being Used 


HE table shows the per cent satura- 

tion for the different appliances in 
use as prepared by Electrical Merchan- 
dising. The growth in use of the differ- 
ent appliances has been rapid and has 
been the mainstay of utility revenue 
during the depression years. The im- 
portant factor in the appliance market 
is the possibility for greater utilization 
through intelligent and intensive sales 
campaigns sponsored by the utilities in 
cooperation with dealers and manufac- 
turers. 


TABLE I 


Electrical Appliances In Use* 
Effective 


1938 % kw-hr. 
In Use Saturation Use 


_ 12,101,000 51.67 360 
610,000 3.84 2500 
2,250,170 9.61 1020 
13,481,180 57.56 24 
1,449,100 6.19 100 
11,467,460 48.96 20 
1,480,000 15.85 237 
22,027,920 94.06 64 
10,946,830 46.74 14 


Refrigerators _.. 
Water Heaters _ 
Ranges 
Washers 
Ironers oe: 
Vacuum Cleaners 
Oil Burners 
Hand Irons __. 
Clocks 
Heaters & 
Radiators _. 
Heating Pads 
Hot Plates 
Percolators ____.. 
Toasters 
Waffle Irons 
Roasters 


19.93 20 

19.54 

17.16 dias 

32.12 18 

54.58 15 

22.60 
3.04 


_..... 4,668,460 


12,783,740 


225 
24,750,000 107.00 80 


*Based on 23,420,000 wired homes and farms. 
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An important phase of sales cam- 
paigns is the pricing of appliances in 
a range which will be within the reach 
of customers in the low and medium in- 
come brackets. Strides have been made 
in this direction by development of high 
grade merchandise to sell at popular 
prices. Reconditioning of traded-in ap- 
pliances has made it possible for cus- 
tomers of low-income to enjoy the bene- 
fits of wider use of electricity. The use 
of these reconditioned appliances has 
turned the minimum-use customer into 
a profitable load. It is the development 
of this type of customer which’ holds 
the promise for growth in revenue and 
net income to the utilities. 

An illustration of how the utilities 
are working toward building up new 
load and revenue is seen in the case of 
Consolidated Edison Co. of New York. 
From September 1 to December 31, 1938 
the company sold, in co-operation with 
dealers, a total of 922,436 appliances, in 
a special “bargain” package sale, hav- 
ing a total value of $5,649,921 and pro- 
ducing an annual revenue of $1,800,000 
to the company. This is loadbuilding 
on a large scale. The new plan of the 
Edison Company is to sell 100,000 elec- 
tric refrigerators this spring in another 
“special” sales drive. Companies in all 
sections of the country are carrying on 
intensive sales campaigns to build up 
revenue and net income. 


SEC and the Holding Companies 


UCH has been written about the 
utility holding company act and 

its effect upon the industry. This much 
can be said: should Chairman Douglas 
remain with the SEC until utility inte- 
gration is completed, and no change in 
present philosophy of objectives takes 
place, there will be no major disruption 
of existing systems. Changes that do 
take place will be to strengthen sys- 
tems and make for sounder operations. 
One of the most important phases of 
SEC work, and one which has received 
little fanfare, is the application of sec- 
tion 13—relating to the utility service 
company. Under plans approved by the 
SEC all services are now rendered the 
operating companies on a cost basis. 
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There will be no more “excessive” man- 
agement fees or “milking” of operating 
properties. Such procedure will allow 
the operating companies to show better 
earnings—strengthening their securi- 
ties—and eliminate the “stigma” which 
has surrounded the holding companies 
and which has proved a handy weapon 
to be used by politicians in attacks on 
the industry. 


Federal Power Projects 


“Federal power projects now in pro- 
cess of development will have an ulti- 
mate capacity of 6,400,000 KW and will 
involve an investment, including costs 
allocated to navigation, flood control and 
irrigation, of about $1,500,000,000. 

“Of the 1,175,000 KW now in opera- 
tion, amounting to somewhat more than 
one-sixth of the entire program, 450,400 
KW, or nearly 40%, came in during 1938 
in various parts of the country—TVA, 
Bonneville, the Nebraska district, Bould- 
er, and the lower Colorado.”—Electrical 
World, Jan. 14, 1939, p. 99. 


The government will soon announce 
its power program. This should provide 
the industry with the key to intensify 
sales efforts in its own territory. With 
a return of improved business condi- 
tions and employment, utility operating 
revenues will increase. Of the increase 
in revenues an increasing portion will 
be carried to new income due to econo- 
mies in operation and greater use of 
existing facilities. As the financial 
position of the industry strengthens, 
the utilities will be in a better position 
to refund outstanding securities into 
ones bearing a lower rate of interest— 
effecting a saving in fixed charges. This, 
no doubt, will soon be followed by 
equity financing—a condition necessary 
before the industry can launch upon a 
new wave of large-scale expansion. 

The public is now beginning to real- 
ize that much of the political abuse 
against the utilities was unnecessary; 
that giant hydro-electric projects of the 
government are not the road to “the 
more abundant life”; and that profitable 
operation of a healthy utility industry 
is of major importance if the country 1s 
to achieve prosperity. 





Wills of the Month 


Zona Gale 
Novelist, Playwright and Essayist 


Mrs. Zona Gale Breese, eminent writer of 
fiction, plays and poetry, named her husband 
executor of her estate and provided that if 
he does not accept the appointment, the 
City Bank of Portage, Wisconsin, be named 
in his place. The will has not yet been ad- 
mitted. 

Continuing to write under her maiden 
name after she married, Miss Gale received 
her first widespread attention in 1918 with 
the book “Birth”, and two years later “Miss 
Lulu Betty.” Others of her books to receive 
serious attention from the public and critics 
were: “Faint Perfume”; “Preface to a Life” 
and “Borgia.” 

ee 


Admiral Walter Selwyn Crosley 
Naval Officer, U. S. N. 


Rear Admiral Walter Selwyn Crosley of 
the United States Navy named his wife, 
Pauline S. Crosley, executrix of his estate. 
The American Security and Trust Company, 
Washington, D. C., is named contingent 
executor. 

He was delegate to the International Hy- 
drographic Conferences of 1926 and 1929 
and resident director of the International 
Hydrographic Bureau at Monaco from 
April, 1937, to June, 1938. As hydrographer 
of the navy he directed important surveys 
of Cuban and Central American waters. 


Dr. B. F. Baer, Jr. 
Eye Specialist 


Dr. Benjamin Franklin Baer, Jr., widely 
known eye specialist, named the Provident 
Trust Company of Philadelphia, Pa., as 
co-executor of his will. 

Dr. Baer had been attending surgeon at 
the Wills Eye Hospital since 1924, was 
associate professor of Ophthalmology at the 
University of Pennsylvania Graduate 
School of Medicine and was consultant at 
Chester Hill Hospital. He passed one of 
the most brilliant examinations in eye work 
to come to the attention of his professor, 
Dr. De Schweinitz. Immediately after his 
graduation he became associated with Dr. 
De Schweinitz as his assistant. 


Colonel Phillip Leffingwell Spalding 
Financier 


Colonel Phillip Leffingwell Spalding, 
former president of the New England Tele- 
phone Company and a partner in the bank- 
ing firm of Estabrook & Co., Boston, named 
his wife and brother-in-law as co-executor 
of his estate. Old Colony Trust Company 
of Boston is acting as Agent for the exe- 
cutors in the settlement. 

Colonel Spalding became associated with 
the public utility industry in 1894 when he 
joined the American Bell Telephone Com- 
pany of Boston and served in various capac- 
ities for the Bell system in a number of 
cities. He resigned as president of the 
New England Telephone and Telegraph 
Company in 1919 to become a partner in 
Estabrook & Co. 


Dr. John Charles Phillips 
Naturalist 


Dr. John Charles Phillips was associate 
curator of the Harvard Museum of Com- 
parative Zoology, a trustee of Peabody Mu- 
seum at Harvard, president of the board of 
trustees of Peabody Museum in Salem and 
a member of the Massachusetts Trustees 
of Public Reservations. 

Dr. Phillips was educated to be a phy- 
sician; however he never entered private 
practice. His brother is William Phillips, 
United States Ambassador to Italy. The 
Fiduciary Trust Company of Boston, Mass., 
was named in his will as co-executor and 
co-trustee of his estate. 


George E. Scott 
Industrialist 


George Eaton Scott, president, American 
Steel Foundries since 1929, named the Har- 
ris Trust and Savings Bank of Chicago 
to act as trustee of his estate. 

Mr. Scott also had a national reputation 
as a leader in the American Red Cross, a 
director in the Boys Club of America and the 
Izaak Walton League. He was an active 
supporter of wild life conservation and his 
collections of antique Oriental porcelain and 
of antique silver were well known by ex- 
perts. 
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Developing Trust New Business 


HE recent Mid-Winter Trust Con- 

ference held in New York indicated 
a very healthy condition by having three 
of the country’s outstanding trust new 
business men on the first afternoon’s 
program. 

Once again thoughts are turning to 
methods and procedure for obtaining 
new business. The “go ahead” signals 
mean, barring a business relapse, that 
we are once more entering an era of 
concerted effort to pick up the threads 
of old new business methods. Let us 
hope that the lessons we learned during 
the past decade will not soon be forgot- 
ten. 

Messrs. Ralph M. Eastman, Towner 
Phelan and Harve H. Page delivered 
three excellent addresses which are 
printed elsewhere in this issue. Wil- 
liam A. Irwin of the American Institute 
of Banking was scheduled to speak but 
was ill. Dr. Harold Stonier pinch hit 
for him and outlined an effective public 
relations program. 

—-- —b- —+ 
HE Trust Company of Georgia, 
Atlanta, has recently mailed a timely 


and effective copyright piece of trust lit- 
erature, excerpts of which follow. 


You Would Not Welcome This 


“You probably find your own income tax 
problems troublesome. Would you welcome 
the responsibility of handling another per- 
son’s, especially after his death when he 
could not help you? You will have that re- 
sponsibility if you serve as executor of his 
will. 

“You will face opportunities for mistakes 
other than those involved in computing the 
taxes. For example, you must promptly 
notify the proper authorities of your ap- 
pointment as executor. If you don’t a notice 
of under-payment for a previous year may 
reach you late, or not at all; the 90-day 
period during which you may appeal may 
expire, and interest and penalties (which 
may be chargeable to you) will be incur- 
red.” 





HE National Trust Company, Limit- 
ed, Toronto, brings forth an illus- 
trated folder entitled: 


Why Burden A Friend 


The arguments which follow are not 
new or sensational—they have been 
used by many many trust companies; 
however by the simple but effective tie- 
in of friend-burdening, the arguments 
are read with an altogether different 
and forceful meaning. Following are 
portions of the text: 


“Have you considered how unfair it is to 
any friend to appoint him executor under 
your will? 

“Very few men of ability have the train- 
ing and experience to manage an estate. 

“The successful business man whom you 
would likely choose as your trustee is too 
busy with his own affairs to assume extra 
duties. 

“It is important, too, to remember that 
any private executor may die before com- 
pleting his administration, or may be ill 
or out of town. at times when your estate 
urgently needs attention.” 


— —+ —+ 
Pictorial Story of Bank Operations 


Flair, an illustrated news-magazine 
with a wide distribution along the south 
shore of Massachusetts, sent its photo- 
grapher through the Granite Trust Com- 
pany, Quincy, Mass. snapping shots of 
the course a check follows when deposited 
in the bank, as well as of the various 
departments and personnel. 

In the fourteen pages which it takes 
to tell the pictured story of the Gran- 
ite Trust Company, many of the advan- 
tages of the trust department are 
brought splendidly to light. (see cut) 

Correspondence from Philip K. Bark- 
er, manager, new business department, 
states: “Before we attempted to tell this 
story pictorially we inquired from the 
Financial Advertisers Association as to 
what other banks had used this method. 
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~ 
SVU st 2D nart ment 


The trust department has greater service to offer than 
any other department of a bank. A pictorial account of 
the various steps in estate planning and trust administra- 
tion would make interesting reading However, the in- 
timate and confidential nature of trust business prohibits 
the use of photographs. so we must depart from our usual 
policy and: tell this story in words 


The Granite Trust Company offers many personal and 
corporate trust services. Some of the more modern per- 
sonal services are wills, living trusts, custodian and agency 
accounts, life insurance trusts partnership agreements and 
stockholders’ purchase agreements 


Three principal trust functions are 


t. Estate Planning 


2. Conservation of Property 


3. Protection of Beneficiaries 


ESTATE PLANNING: Main purposes are -to increase é neon cai a is ee wee Fore bor etomege ed roe we 
of the Judge's clients. 


the value of an estate and assure beneficiaries of the 
utmost protection. This phase of trust work requires a 
thorough knowledge of legal and taxation problems as 

1 . b 
well as insurance and probate procedure. The Granite 
Trust is fortunate in having its vice-president, Irving L. 
Shaw, in charge of this work 


CONSERVATION OF PROPERTY: This is the keynote 
of trust service. In this important activity the department 
officials have the valuable ‘co-operation of the Trust Com- 
mittee (photo below) and of the Investment Department 
(see page 30). Estate, trust and agency funds aggregating 
over $12,000,000 are handled here. 


PROTECTION OF BENEFICIARIES: This is the re- 
sponsibility of Trust Officer George F. Moulton and his 
assistants. Anyone may name the Granite Trust Com- 
pany executor and trustee with full confidence thar all 
benefits intended by the maker of the will or trust will 
be carefully carried out. Its financial responsibility is un- 
questioned 


CONTINUED ON NEXT PAGE 


‘TRUST COMMITTEE IN SESSION: {left to right}, Fiske Rollins, stetisticien; Loy 

J. Bowen, vice-president; trving L. Shaw, vice-president; Judge Kenneth L. Nash. a 

bank director and chairman of the committee; J. Brooks Keyes, director; Charles W. s ¥ 

Bailey, director; and George F. Moulton, trust officer. One director-member, Harold GEORGE F. MOULTON, trust officer, has devoted most of his 
Brooks, wes absent from this meeting. probete work, and is well quali 
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We were surprised to find no record of 
any bank having told a story in this 
manner. 

“We hope that this effort will prove 
of real educational value and help to 
‘humanize’ the bank.” 

The front cover of the magazine was 
also given over to a striking picture of 
the bank’s information desk. 

—_—- () 
F, A. A. Meets in New York 


The Financial Advertisers Associa- 
tion held a meeting in New York for 
their trust section concurrently with 
the Mid-Winter Trust Conference of the 
A. B. A. 

Plans were laid out for the trust pro- 
gram to be given at the annual F. A. A. 
Convention which will be held in Tor- 
onto on September 11 to 14. 

Increased advertising appropriations 
for 1939 for the promotion of wider use 
of financial services and bank credits 
were indicated by reports at the close 
of the meetings. According to Pres- 
ton E. Reed, executive vice president of 
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the Association, a survey of the associa- 

tion’s membership showed that news- 

papers will be the principal medium 

used, with radio, direct mail and out- 

door advertising following in that order. 
0 


New York Regional Conference on 
March 8-10 


A regional conference for commercial and 
savings bankers will be held on March 8, 
9 and 10 at the Waldorf-Astoria Hotel, New 
York, under the auspices of the American 
Bankers Association in cooperation with the 
bankers associations of eleven states and 
the District of Columbia. Invitations are 
being mailed to 4,275 commercial banks and 
534 savings banks in the east. 

a 


Largest F. H. A. Loan Ever Filed 


The Bank of America has issued a trust 
deed securing a $3,000,000 F. H. A. insured 
loan. The loan was made to the estate of 
D. Herbert Hostetter. It is the largest sin- 
gle loan for which an F. H. A. insurance 
commitment has been issued anywhere in 
the United States. 


Lobby of the Granite Trust Company as it appeared in Flair 
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Corporate Securities Added to 
N. Y. Legal List 


The application of Savings Bank Trust 
Company, New York City, to authorize 
New York mutual savings banks to in- 
vest in the following corporate interest- 
bearing securities, has been approved by 
the Banking Board: 


American Telephone & Telegraph Company 
Debenture 5%s_ 11/1/1943 $ 95,171,000 
Debenture 3%s 10/1/1961 175,000,000 
Debenture 3%s 12/1/1966 160,000,000 


Liggett & Myers Tobacco Company 
Debenture 7s 10/1/1944 9,665,000 
Debenture 5s 8/1/1951 12,887,000 


Mountain States Telephone & Telegraph 
Company 
Debenture 3%s 6/1/1968 30,000,000 


Socony-Vacuum Oil Company, Inc. 
Debenture 3%s_ 10/15/1950 50,000,000 


Southern Bell Telephone & Telegraph 
Company 
Debenture 3%s 


4/1/1962 45,000,000 


Total par value outstanding _ $577,723,000 


In reference to the application, Super- 
intendent of Banks William R. White 
had said an application for this purpose 
is authorized to be made pursuant to the 
provisions of the new Section 14, 1-f, of 
the New York Banking Lay, by not less 
than twenty savings banks or by a trust 
company all of the capital stock of which 
is owned by not less than twenty sav- 
ings banks. Savings Banks Trust Com- 
pany’s capital stock is owned by all the 
mutual savings banks in New York State. 

The Trust Company made the follow- 
ing summary statement with reference 
to its application: 


“The selection of securities in respect 
of which application is submitted at this 
time was made in collaboration with other 
savings banks’ agencies. It is note- 
worthy that the companies are among the 
largest in their respective industries and 
derive their main revenues from a domes- 
tic business of demonstrated stability. A 
study of their financial history reveals 
in each case a strong financial condition 
and an earning power capable of cover- 
ing with a margin of safety the annual 
requirements for the servicing of their 
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obligations. These facts furnish basis 
for the belief that the securities named 
merit consideration as investment media 
appropriate for savings funds.” 


In approving the list, the Banking 
Board does not presume to pass upon the 
question of whether the securities are 
suitable investments for any particular 
savings banks. This is a question for 
the management of individual banks. 

The approved securities thereby also 
become legal for trust funds in New 
York State. 

——_9 —_—_____—_. 
U. S. Securities Will Decline 


Grave shrinkage in value of governmental 
securities will accompany the return of pros- 
perity, Dr. Melchior Palyi, visiting profes- 
sor of banking at the University of Chicago, 
declared at a dinner meeting of the Erie- 
Niagara Counties Bankers Association re- 
cently. 

Return to normal conditions and reap- 
pearance of better securities at a higher 
interest rate will result in a mass dumping 
of Government bonds, he predicted. 





Open Korum 


A Clearing House of Fiduciary Views and Comments 


Readers of Trusts and Estates are invited to express opinions, sug- 
gestions and inquiries on matters of interest to fiduciaries, for presentation 


and discussion in this department. 


New Concepts of Property Rights 


Dear Sir: 

I want to compliment you on the optim- 
istic and aggressive spirit of your edit- 
orial in the December number of Trust 
Companies. That editorial and Vance 
Desmond’s statement in his article, “The 
Family Trust,” that we must discard our 
ideas of holding property as individuals 
until we die, touches on a line of thought 
which has interested me lately. 


I wonder if we do not now have a bet- 
ter basis for promoting living trusts in 
view of the present trend of economic 
thought. The chief obstacle to secur- 
ing living trusts has been the human 
instinct to keep control and ownership 
of property. In trying to meet this 
tendency we have been emphasizing 
chiefly the tax saving features of the liv- 
ing trust. For example, presenting the 
living trust as a vehicle for stream-lin- 
ing the transmission of property as com- 
pared to the customary transmission at 
death with its disturbing factors. Are 
there new concepts of property rights 
and social responsibility which will now 
give this argument a more effective 
appeal? 


Roy K. Thomas, 
Assistant Trust Officer, City National Bank and 
Trust Company of Chicago. 


Allocation After Life Tenant’s Death 


Dear Sir: 

I am very much indebted to you for 
your letter telling me of the decision in 
Spear’s Estate*. It has always seemed 
to me to be clear on principle that the 
delay of the trustee, even though quite 


*Reported in Fiduciary Decisions section. 


justified by the circumstances, in dispos- 
ing of unproductive property should not 
adversely affect the life beneficiary, even 
though that delay happens to extend be- 
yond his life. I find that I did not have 
a Pennsylvania case squarely on the 
point and what I had in mind were the 
somewhat analogous Pennsylvania cases 
where an extraordinary dividend was 
allocated after the life beneficiary’s 
death. 


Austin W. Scott 
Professor of Law, Law School of Harvard Uni- 
versity. 


Edit. Note: In his very interesting discussion 
at the Mid-Winter Trust Conference this month, 
Professor Scott stated that Pennsylvania would 
probably be included among the jurisdictions 
which follow the rule that the estate of a life 
tenant who died before unproductive property was 
sold is entitled to share in the proceeds of the 
eventual sale. The Spear case, just decided, does 
not bear this out and we are publishing Dr. Scott’s 
letter to avoid any possible misunderstanding. 


Conservative Investment Viewpoint 


Gentlemen : 

The writer takes this means of com- 
plimenting you on your series of indus- 
try articles, particularly the one on pub- 
lic utilities. These articles not only seem 
to bear the stamp of people who know 
the industry in question but also seem 
to have been especially well edited with 
the view of making the viewpoint that 
of the conservative investor. 


Robert E. Rich 
New York City. 
a 


Disbursements from the philanthropic 
funds of the New York Community Trust 
in 1938 were $209,994.30. This is the larg- 
est amount distributed by the trust in any 
year since the beginning of its operations 
in 1924, surpassing the $207,899 paid out 
in 1937. Cumulative outlays of the trust 
since 1934 exceed $1,000,000. 
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Personnel Changes in Trust Institutions 


ALABAMA 

Mobile—JOHN SHEARER, manager of 
the bond department of the Merchants Na- 
tional Bank has been promoted to assis- 
tant vice president, and CLYDE 0. 
DRAUGHTON has been chosen assistant 
cashier. 

CALIFORNIA 

Los Angeles—N. E. MUDGE has been 
advanced from assistant secretary to assis- 
tant trust officer of the Citizens National 
Trust & Savings Bank. 

San Francisco—EARL LEE KELLY was 
appointed vice president of the Bank of 
America N. T, & S. A. 

San Francisco—ETTORE AVENALI of 
the Crocker First National Bank was re- 
cently elected senior vice president of the 
institution. 

San Francisco—JACKSON D. BAKER, 
trust officer since 1933 of the San Fran- 
cisco Bank, was elected a vice president. 
ALFRED E. HAMMERSMITH, JR., has 
been named assistant trust officer. 

San Francisco—G. W. WICKLAND, D. A. 
STEVERS and R. H. REBELE, all assistant 
cashiers, were advanced to assistant vice 
presidents at the Wells Fargo Bank & Un- 
ion Trust Co. 

COLORADO 

Denver—MELVIN J. ROBERTS has been 
appointed trust officer of the Colorado Na- 
tional Bank. 

Denver—EDWARD C. KING has been 

promoted from 
trust officer to 
vice president 
of the Interna- 
tional Trust 
Co. LEO A. 
STEIN - 
HARDT has 
also received 
advance- 
ment, from as- 
sistant trust 
officer to trust 
officer. 


Denver—The 
United States 
National Bank 
of Denver re- EDWARD C. KING 
ports the election of ROLLO E, JACOBS as 
assistant vice president; ARTHUR 0. 
WHITE as assistant vice president and as- 


sistant trust officer; and HENRY A. KUG- 
ELER and T. M. DINES as assistant vice 
presidents. 


CONNECTICUT 


Hartford—The recent annual meeting of 
the Hartford-Connecticut Trust Company 
was marked by several promotions among 
the staff of officers. NOEL J. BELCOURT 
and HAROLD E. READ, assistant vice 
presidents, were promoted to be vice presi- 
dents. OSCAR WEGMAN, assistant treas- 
urer, was promoted to assistant vice presi- 
dent and FELIX MONTANO was promoted 
from assistant secretary to trust officer. He 
has been with the trust division of the 
Hartford-Connecticut Trust Company since 
1920, handling the income tax problems and 
specializing in trust investments. 


Hartford—The Hartford National Bank 
& Trust Co. announces the following ap- 
pointments: W. B. DANA, vice president 
and associated trust officer, has been ele- 
vated to vice president and trust officer; 
A. M. BUNCE, T. L. BESTOR, P. H. GRA- 
HAM and FRANK A. HAGARTY have 
been elected trust officers; W. C. MacDON- 
OUGH, associate trust officer and assistant 
secretary, has been appointed trust officer 
and MILTON H. GLOVER, associate in- 
vestment officer, named investment officer. 
GREELY STURDIVANT has been elected 
associate trust officer and GEORGE T. 
BATES, JR. and HENRY E. McCONE as- 
sistant secretaries. 


New London—EARLE W. STAMM, form- 
erly vice president and trust officer, has 
been elected president of the National Bank 
of Commerce and RALPH E. WADLEIGH, 
formerly assistant cashier and assistant 
trust officer has been promoted to cashier. 
Mr. Stamm, a former president of the Con- 
necticut Bankers Association, succeeds WIL- 
LIAM H. REEVES who has been elected 
chairman of the board. 

Waterbury—ELROY S. ANDREW has 
been appointed president of the Waterbury 
National Bank in succession to FLETCHER 
W. JUDSON who was elected vice chair- 
man of the board. 


DELAWARE 


Wilmington—JOHN RICHARDSON, JR., 
has been elected chairman of the board of 
the Security Trust Company; THOMAS J. 


255 





256 


MOWBRAY was elevated to the presidency 
and FRANK N. OVERDEER was chosen 
vice president. HENRY W. HARGADINE 
was given the title of vice president in ad- 
dition to treasurer. 
FLORIDA 

Fort Lauderdale—GEORGE M. HAS- 
KINS, SR. has been elected president of the 
Barnett National Bank. 


Jacksonville—-CHARLES D. WYNNE has 
been elevated from the position of vice 
president and assistant to the preseident to 
that of executive vice president. J. T. 
LANE, vice president, has been chosen as- 
sistant to the president. 

St. Petersburg—The Union Trust Co. an- 
nounces that SEYMOUR R. THOMPSON 
has been promoted from assistant cashier 
to assistant to the president; that R. M. 
PETRICK has been raised from assistant 
cashier to assistant vice president, and 
R. K. BONGARD has been named assistant 
cashier and comptroller. 

West Palm Beach—J. EDWARD JOHN- 
SON has been promoted from assistant vice 
president to vice president of the West 
Palm Beach Atlantic National Bank. 

GEORGIA 

Atlanta—FRANK T. DAVIS and J. 

ARCH AVERY, JR., have been promoted 


from assistant vice presidents to vice presi- 


dents of the First National Bank. C. W. 
CURRY, auditor, was promoted to vice 
president; T. TALMADGE HARDMAN and 
PAUL BOWLES were made assistant cash- 
iers. 

Atlanta—F. W. BLALOCK has been made 
executive vice president of the Fulton Na- 
tional Bank. GARNETT C. EVANS was 
named vice president and cashier. 


Brunswick—I. M. AIKEN has been ele- 
vated from cashier to executive vice presi- 
dent of the Brunswick Bank & Trust Co. 
W. E. GEIGER has advanced from assis- 
tant cashier and trust officer to cashier, and 
CHARLES J. WILSON has been named as- 
sistant cashier. 


Columbus—JAMES B. KEY, former 
president of the Merchants & Mechanics 
Bank, has become chairman of the board 
of that institution. His son, JACK B. 
KEY, formerly vice president and. trust of- 
ficer, has been named president. JOE W. 
BLACK, assistant cashier, has been pro- 
moted to vice president and A, P. SHIRE- 
LY has been appointed assistant cashier. 

Macon—H. F. FLEMING has been ad- 
vanced from cashier to vice president of 
the First National Bank. 


TRUSTS and ESTATES 


ILLINOIS 


Chicago—LAWRENCE F. STERN has 
been elected a member of the board and 
chairman of the executive committee of the 
American National Bank & Trust Co. BEN- 
JAMIN G. KILPATRICK and LOUIS W. 
FISCHER were named assistant vice presi- 
dents in the trust department. 


Chicago—The Chicago Title & Trust Co. 
announces promotions for the following as- 
sistant trust officers: GEORGE P. LYNDE 

becomes _ cor- 

porate trust 

officer, WIL- 

LIAM P. 

WISEMAN 

probate’ trust 

officer and 

HARRY G. 

ZIMMER- 

MAN trust of- 

ficer in charge 

of voluntary 

trusts. Mr. 

Lynde is a 

graduate of 

Williams Col- 

lege and the 

GEORGE P. LYNDE Columbia Uni- 

versity Law School. He joined the bank in 

1931 following positions with the legal de- 

partment of the New York Central Lines, 

the War Finance Corporation in Washing- 

ton and the Guaranty Trust Co. of New 

York. Mr. Wiseman, a graduate of Ken- 

yon College, entered the Title & Trust 

Company after finishing Harvard Law 

School in 1927. Mr. Zimmerman is a grad- 

uate of the University of Illinois and the 

Harvard Law School. He was attorney for 

the General Box Company before joining 
the Title & Trust organization in 1928. 


Chicago—H. P. O’CONNELL, second 
vice president, has been elected vice presi- 
dent of the Continental Illinois Bank & 
Trust Co. HARRY L. McGREGOR and 
JOHN W. NICHOLS, assistant cashiers, 
were appointed second vice presidents. A. 
G. BRADT and BOYD G. SIMMONS were 
named assistant cashiers and ELMER A. 
DEGEN and F. W. LAGERHOLM were 
elected assistant secretaries. 


Chicago—The Harris Trust & Savings 
Bank announces that the following promo- 
tions have been made: DONALD P. 
WELLES, formerly assistant vice president, 
to vice president; JOSEPH B. MITCHELL, 
formerly assistant cashier, to assistant vice 
president; NORMAN N. FELTES, formerly 
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assistant cashier, to assistant vice president; 
‘GEORGE H. RIGLER, formerly assistant 
cashier, to assistant vice president; HARD- 
IN H. HAWES, formerly sales manager, to 
assistant vice president; CHARLES C. 
LOONEY, formerly assistant controller, to 
controller, and MERWIN Q. LYTLE, for- 
merly assistant secretary, to assistant vice 
president. HENRY M. TIBBITS was elected 
assistant cashier and FRED L. STONE and 
MARY A. KENNEDY personnel officers. 


Chicago—JOHN E. O’SHAUGHNESSY, 
senior vice president, has been elected a 
director of the Mercantile Trust & Savings 
Bank. R. D. BECKETT has been promoted 
to trust officer and C. H. WENDT to assis- 
tant cashier. 


Chicago—DANIEL J. HEALY has been 
elected vice president of the Metropolitan 
Trust Company and EDWARD A. GLEA- 
SER has been chosen assistant trust officer. 

Danville—H. C. HORNEMAN has been 
elected president of the First National 
Bank, succeeding BEN C. ENGLISH who 
retains his position of director. SIDNEY 
MOORE has been chosen executive vice 
president of the bank. 


Danville—-WOODS H. MARTIN has been 
elected president of the Second National 
Bank to take the place of the late C. V. 
McClenathan. HERMAN E. DOUGLAS 
has been appointed executive vice president 
and E. F. REESE has been chosen cashier. 

Rock Island—MORRIS S. HEAGEY, 
formerly chairman of the board and vice 
president of the Rock Island Bank & Trust 
Co. has been chosen president to succeed 
G. Herbert Pemberton, resigned. Mr. 
Heagy was at one time president of the old 
Central Trust & Savings Bank. 


INDIANA 
Indianapolis —-HENRY L, HILKENE, 
while holding his title of cashier, has been 
elected a vice president of the American 
National Bank. MARION LUTZ, assistant 
rented has been made assistant vice presi- 
ent. 


WILSON MOTHERS- 


Indianapolis — 
HEAD, formerly secretary of the Union 
Trust Co. of Indianapolis, has been made 
a vice president and director of the Indiana 
National Bank of the same city. 


KANSAS 


Topeka—JAMES G. HALL has been ad- 
vanced from vice president to executive vice 
president of the National Bank of Topeka. 
He has also been elected a director. 
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KENTUCKY 

Louisville—-MERLE E. ROBERTSON has 
been elected chairman of the board as well 
as president of the Liberty National Bank 
& Trust Co. 

Louisville—The Lincoln Bank & Trust Co. 
announces that DEROY SCOTT has been 
elevated from cashier to vice president; 
DAVID W. FAIRLEIGH from secretary to 
vice president and secretary; S. T. BISHOP 
from assistant cashier to assistant vice 
president; HUGH E. POWERS from assis- 
tant cashier to cashier; SHIRLEY B. LAW- 
RENCE chosen assistant cashier, and J. 
GARNETT COOK and A. E. CABBELL ap- 
pointed assistant secretaries. 

LOUISIANA 

New Orleans—The Hibernia National 
Bank announces that GEORGE W. OWEN, 
JR., has been elevated from cashier to vice 
president and cashier; R. G. FITZGERALD, 
J. M. O. MONASTERIO, and W. W. POPE 
promoted from assistant vice presidents to 
vice presidents; and ADDISON 0. WOOD 
from assistant cashier to assistant vice 
president. 

New Orleans—LADD DINKINS, assis- 
tant secretary of the Louisiana Savings 
Bank & Trust Co., has been appointed trust 
officer also. 

New Orleans—FRANCIS C. DOYLE has 
been named assistant trust officer of the 
National Bank of Commerce and: EDWARD 
A. AMAR has been appointed assistant 
cashier. 

MASSACHUSETTS 

Boston—ALDEN R. BELLMAN and 
HARRY H. R. SPOFFORD have been ap- 
pointed trust officers of the Boston Safe De- 
posit and Trust Co. 

Boston—RICHARD P. CHAPMAN has 
been promoted from assistant vice president 
to vice president of the Merchants National 
Bank. 

Boston—The State Street Trust Company 
announces that CLARENCE L. TOWER has 
been elected real estate officer, WINFIELD 
S. KENDRICK, JR. assistant real estate of- 
ficer and ABBOTT W. BLODGETT assis- 
tant secretary and manager of the transfer 
department. 

Boston—ALAN R. MORSE has been elect- 
ed president of the United States Trust Co. 
and at 41 is one of the youngest bank presi- 
dents in the country. He succeeds A. C. 
RATSHESKY, former United States minis- 
ter to Czechoslovakia who was elected chair- 
man of the board. Mr. Ratshesky has been 
the chief executive officer of the bank since 
it was founded by him in 1895. 
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Pittsfield—HARRY S. WATSON has 
been elevated from treasurer to president of 
the Berkshire Trust Co. in succession to 
Cummings C. Chesney. 


Taunton—ROGER L. CURRANT has 
taken over his new duties as president of 
the Bristol County Trust Co. Mr. Currant 
was cashier of the Central National Bank 
of Lynn, Mass. for the past 11 years and 
succeeds John P. Dyer in his new office. 


MICHIGAN 


Grand Rapids—JOHN M. McREYNOLDS 
has been promoted from assistant treasurer 
to treasurer of the Michigan Trust Co. and 
LAWRENCE W. WIGGINS and ROBERT 
V. V. RICE from assistant secretaries to 
assistant vice presidents. 


MINNESOTA 


St. Paul—HARRY B. HUMASON has 
been elected president of the American Na- 
tional Bank in succession to L. H. ICKLER 
who asked to be retired from the presidency, 
which he has held since 1921. Mr. Ickler 
will retain a place on the board of directors 
and will continue as trust officer of the in- 
stitution. Other changes in the executive 
personnel are S. B. FREDERICK and C. A. 
MALEY, formerly assistant cashiers, ap- 
pointed assistant vice presidents and AL- 
LYN BROWN appointed assistant cashier. 


MISSOURI 


Kansas City—DALE AINSWORTH, man- 
ager of the Wichita, Kansas, Clearing 
House, resigns on February 28th to become 
assistant vice president of the City Nation- 
al Bank & Trust Co. He was formerly 
with the State Banking Department. 


Kansas City—NORTON THAYER and 
WILLIAM F. SCHMIDT have been pro- 
moted from assistant vice presidents to vice 
presidents of the First National Bank. A 
further appointment is that of LOGAN W. 
WILSON to assistant cashier. 

St. Louis—MILTON R. WISMAR has 
been elected assistant trust officer of the 
Manufacturers Bank & Trust Co. 


St. Louis—RALPH D. GRIFFIN has 
been elected vice president and director of 
the Mercantile-Commerce National Bank, 
RAYMOND SCHMITT has been promoted 
to assistant cashier. 


St. Louisa—JOHN P. SCHEMWELL has 
been appointed assistant trust officer and 
assistant secretary of the St. Louis Union 
Trust Co. M. H. HANLEY has also been 
named assistant secretary. 
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NEW JERSEY 


Hackensack—KENNETH J. STORMS has 
been appointed assistant trust officer of the 
Hackensack Trust Company. 


Irvington—WILLIAM H. BOWERMAN 
has been elected president of the Irvington 
Trust Co. He succeeds JOHN R. FRANKE 
who becomes chairman of the board. Other 
promotions are: GEORGE B. UNDER- 
WOOD, vice president; FRED H. SCHA- 
BERG, assistant vice president; EMANUEL 
PFEIFFER, trust officer, and FRANK 
YOUNG, assistant vice president. 


Montclair—EDMUND F. O’NEIL has 
been elected assistant trust officer of the 
First National Bank to succeed the late Ed- 
gar Morgan. 


Newark—CHARLES F. ELLERY and 
EDWARD SCHICKHAUS have been pro- 
moted from assistant vice presidents to vice 
presidents at the Fidelity Union Trust Co. 


Newark—The Howard Savings Institu- 
tion has appointed CLIFFORD KIMMERLE 
assistant secretary and J. WALLACE 
SCANLON and FRED M. MERDINGER, 
trust officer and assistant trust officer re- 
spectively. 


Newark—tThe National Newark & Essex 
Banking Co. announces the election of 
GEORGE BARKER, JR. as assistant trust 
officer, HENRY A. WINKLER as assistant 
cashier, GUSTAVE E. WIEDENMAYER as 
assistant vice president and ALFRED D. 
WIRTZ as comptroller. 


Paterson—CHARLES K. BARTON has 
been promoted from solicitor to vice presi- 
dent of the United States Trust Co. 


Perth Amboy—FRANK DORSEY has 
been made a vice president of the First 
Bank and Trust Co. He was formerly 
mayor of the city for 12 years. 


Trenton—The Trenton Banking Company 
announced the following promotions: AN- 
DREW P. BASCO from assistant cashier 
to assistant vice president; EDWARD C. 
RANDOLPH from assistant to the president 
to assistant vice president. Two vice presi- 
dents, IRA FROST and C. HERBERT FET- 
TER, retired. 


Westfield—Election of LAURENCE C. 
WARD as executive vice president of West- 
field Trust Co. has been announced, 


NEW YORK 


Albany—The National Commercial Bank 
& Trust Co. announces the following pro- 
motions: HERBERT J. KNEIP has been 
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elevated from vice president to executive 
vice president; W. WINNE WOLFE from 
manager to assistant cashier. 


Batavia—ARTHUR H. MARSHALL has 
been elected vice president of the Genesee 
Trust Co. He succeeds J. NORMAN McGEE 
who was elevated to president. 


Brooklyn—EARL A. DREW has been ap- 
pointed Assistant Secretary of the Brooklyn 
Trust Co. 


Buffalo—E. PERRY SPINK has been 
elected assistant vice president of the Lib- 
erty Bank. 


Buffalo—The Marine Trust Co. announces 
that OLIVER A. WEPPNER has been pro- 
moted from assistant vice president to vice 
president and that CARLTON W. FECH- 
NAY has been elevated to trust officer. 


Corning—HARVEY T. COLE, JR., has 
been elevated from cashier to second vice 
president and director of the First National 
Bank & Trust Co. RICE B. GRANGER has 
been raised to cashier. 


Larchmont—HARRY J. MARKLEY has 
been elected president of the Trust Co. of 
Larchmont. 


Lynbrook—DOUGLAS BALL has been 
named trust officer of the Peoples National 


Bank & Trust Co. in place of Andrew M. 
Squires. , 


New York—G. H. BREWER, formerly 
assistant trust officer has been appointed 
trust officer of the Bankers Trust Co., which 
also announces that N. F. BRANDIN, E. F. 
DUNSTAN and W. J. LIPPINCOTT have 
been elected assistant vice presidents. 


New York—GEORGE W. DAVIDSON, 
for many years senior executive officer of 
the Central Hanover Bank & Trust Co. has 
retired from that office and has been elected 
honorary chairman. 


New York—EDWARD F. McGINLEY, 
formerly assistant vice president, has been 
appointed vice president of the Chemical 
Bank & Trust Co. GEORGE LYSLE and 
WILLIAM S. RENCHARD have been 
named assistant secretaries. 


New York—E. BATES McKEE has been 
appointed assistant secretary of the City 
Bank Farmers Trust Co. 

New York—WILLIAM A. McGREGOR 
has been appointed vice president of the 
Guaranty Trust Co. 


New York—The Lawyers Trust Co. an- 
nounces that ALEXANDER LEFKO has 
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been appointed an assistant vice president, 
WILLIAM J. GEHLEN assistant treasurer 
and HOWARD M. CASE and ROBERT 
GEISSLER assistant secretaries. 


New York—The Manufacturers Trust Co. 
announces that EDWIN W. PERRY, A. J. 
KAVANAGH and A. FREDERICK KEU- 
THEN, all former assistant trust officers 
have been appointed trust officers. HENRY 
Z. LAKE and CHARLES V. EISENACHER 
have been named assistant trust officers. 


New York—GARLAND DAY and JOHN 
A. DONLON have been appointed assistant 
trust officers of the Public National Bank 
& Trust Co. 


New York—The Title Guaranty & Trust 
Co. announces that H. ADAMS ASHFORTH 
has been elected a Trustee, and that JOHN 
F. KELSEY, formerly assistant vice presi- 
dent has been elected secretary to succeed 
PURCELL C. ROBERTSON who continues 
as vice president. ROLFE FLOYD, JR. 
and PURCELL B. ROBERTSON were ap- 
pointed assistant vice presidents and 
FRANK E. USHER assistant secretary. 


Poughkeepsie—JOHN R. EVANS has 
been appointed executive vice president, 
and cashier of the First National Bank. 


Riverhead, L. I—The Suffolk County Na- 
tional Bank announces that ROBERT P. 
GRIFFITH has been advanced to first vice 
president and HARRY B. HOWELL sec- 
ond vice president. E. DONALD TERRY 
has been promoted to assistant trust officer. 

Syracuse—JOHN G. BRYANT has been 
elected assistant vice president of the Mer- 
chants National Bank & Trust Co. and 
KENNETH F. BARTON has been appointed 
assistant trust officer. 


Syracuse—HARRY W. DAVIES has been 
elected president of the Syracuse Trust 
Company in succession to C. HAMILTON 
SANFORD who becomes chairman of the 
board. Dr. Davies has been vice president 
and comptroller of the L. C. Smith & Corona 
Typewriters, Inc. 

Tonawanda—CLIFFORD L. STRANG, 
former executive vice president, has been 
elected president of the First Trust Co. to 
fill the place of Henry P. Smith who died 
recently. E. HERBERT SMITH, formerly 
secretary, has been appointed executive vice 
president. 


NORTH CAROLINA 


Asheville—J. GERALD COWAN, former- 
ly assistant vice president of Wachovia 
Bank and Trust Company, has recently been 
elected a vice president and placed in charge 
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of the Asheville office. THOMAS B. 
BLACK was elected assistant trust officer. 

New Bern—The Branch Banking & Trust 
Co. has announced the promotion of C. H. 
BOWMAN from assistant cashier to assis- 
tant trust officer, succeeding L. J. EU- 
BANKS who resigned but was elected direc- 
tor. 


OHIO 


Akron—GUS KRUMROY, manager of the 
personal and mortgage loan department of 
the First-Central Trust Company, has been 
elected vice president. W. T. SALTSMAN, 
who was trust auditor, was named assistant 
trust officer. 

Cleveland—The Central National Bank 
has announced the following elections: 
CHARLES M. COLYER, vice president; 
EDWARD L. CARPENTER, assistant cash- 
ier; JOHN H. BONNAR and DILVER D. 
SCOTT, assistant vice presidents. 

Cleveland—The Cleveland Trust Company 
has announced the following promotions: 
C. A. BROWN, E. A. BRANCH and LOREN 
WHITTINGTON elected assistant vice pres- 
idents; WALTER H. KURTZ, P. H. Mc- 
CLELLAND elected assistant treasurers; 
ROBERT M. CLEMENTS was elected as- 
sistant trust officer. I. F. FREIBERGER, 
vice president and member of the executive 
committee, was elected a director. Mr. 
Freiberger has been with the bank’s trust 
department for 37 years. 


Cincinnati—LAWRENCE C. BEECHER 
has been elected vice president and director 
of the Lincoln National Bank. J. EDWARD 
SOHN, JR., formerly cashier, was made 
vice president; CHARLES SENDLINGER 
made vice president; H. Y. LISSENDEN, 
trust officer, was made vice president and 
trust officer and FRANK GRANEN was 
made assistant trust officer. 

Cincinnati—Second National Bank an- 
nounces the election of HARRY W. BAUER 
as new executive vice president; P. GOR- 
DON GUTTING, vice president and trust 
officer; A. L. SHREVE, vice president and 
cashier. 

Columbus—RAY E. DRAYER, formerly 
assistant vice president, has been elected 
vice president of the Ohio National Bank. 

Middletown—First American Bank and 
Trust Company elected CALVIN W. VER- 
ITY as first vice president to succeed the 
late L. C. ANDERSON. 


OKLAHOMA 


Tulsa—CLYDE KING has been elevated 
from manager of the trust department to 
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vice president and director of the First Na- 
tional Bank & Trust Co. Mr. King is also 
president of 
the First Na- 
tional Co., for- 
mer __ invest- 
ment affiliate, 
now in liquida- 
tion. 
Shawnee — 
DIAL CUR- 
RIN has been 
elected active 
vice president 
of the Federal 
National Bank. 


OREGON 


Portland — 
EDWIN T. 
DWYER has 
been appointed vice president of the Title & 
gon Title Association. 


CLYDE KING 


PENNSYLVANIA 


New Kensington—KARL KOTTAS, JR., 
formerly assistant trust officer of the First 
National Bank, has been elected trust of- 
ficer. 


Philadelphia—VINCENT E. FUREY, 14 
years with Corn Exchange National Bank 
and Trust Company, has been appointed an 
assistant trust officer. 


Philadelphia—The Com- 


Pennsylvania 
pany for Insurances on Lives and Granting 
Annuities has announced the following pro- 


motions: WILLIAM P. NEWHALL was 
elected assistant secretary; CLIFFORD E. 
JONES, assistant real estate officer; JOHN 
M. BREEN, manager of real estate rentals, 
and SIDNEY DAVIDSON, manager of real 
estate sales. 


Pittsburgh—JAMES B. WARDEN, for- 
merly trust officer, was elected vice presi- 
dent and trust officer of the First National 
Bank. 


Shippensburg —JAMES B. HOCKER- 
SMITH, former assistant trust officer, was 
named to succeed the late William R. John- 
ston as Trust Officer of the First National 
Bank here. 


TENNESSEE 


Memphis—The Union Planters National 
Bank & Trust Co. announces that CLYDE 
T. DENTON has been named vice presi- 
dent; F. LONGINOTTI promoted to vice 
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president at the North Memphis branch and 
A. LEON HUDSON advanced to cashier of 
the Manhattan branch. 


Nashville—H. LeROY AUSTIN has been 
made an assistant trust officer of the Third 
National Bank. Prior to joining the Third 
National in 1936, Mr. Austin was an assis- 
tant trust officer of the Hamilton National 
Bank in Knoxville. W. J. BRYAN and G. 
A. PURYEAR have been promoted to assis- 
tant vice presidents, and JOHN REID 
WOODWARD and W. E. JONES have been 
elected assistant cashiers. 


TEXAS 


Beaumont—P. T. PEYTON has been ad- 
vanced from assistant cashier and assistant 
trust officer of the American National Bank 
to assistant vice president in charge of the 
bank building and other real estate and also 
of public relations. 

Dallas—EDWIN S. GREER and JORDAN 
C. OWNBY of the First National Bank, 
have been advanced to assistant vice presi- 
dents. 

San Angelo—RAY B. JOHNSTON, cash- 
ier of the San Angelo National Bank has 
been named also a vice president and di- 
rector. 

WASHINGTON 


Seattle—The National Bank of Commerce 


announces that LEON E. ROULEAU, assis- 
tant trust officer, J. Y. COLE and J. H. 
BARRINGTON have been appointed assis- 
tant cashiers. 


WEST VIRGINIA 


Charleston—I. NOYES SMITH has been 
advanced from assistant secretary to vice 
president of the Kanawha Banking & Trust 
Co. 

Wheeling—HUGO E. LAUPP has been 
elected executive vice president of the 
Wheeling Dollar Savings & Trust Co. 


CANADA 


Truro—President A. R. COFFIN of the 
Arcadia Trust Co. has resigned from that 
position and becomes chairman of the board. 
Mr. Coffin requested the directors to relieve 
him of the presidency, stating that he had 
remained in that position until the aim of 
bringing the reserve to four times the capi- 
tal had been accomplished. He is succeeded 
by HAROLD F. BETHEL ‘who has been 
managing director since the organization 
of the company in 1920 and vice president 
since 1934. CHARLES E. STANFIELD, 
who has been a director on the executive 
committee since 1934, has been elected vice 
president. 


Trust Institution Briefs 


San Francisco, Cal.—The Reconstruction 
Finance Corp. has agreed to buy new pre- 
ferred stock of the Anglo-California Na- 
tional Bank. A dividend rate of 3 to 3% 
percent will be paid on the purchase price 
of: the stock, which will be retired, over a 
period of years out of earnings. The addi- 
tional capital funds will enable it to com- 
plete negotiations for the purchase of the 
remaining six banks controlled by the 
Anglo-National Corporation. 

South Bend, Ind.—The St. Joseph Bank 
& Trust Co. opened its doors on February 
16, taking over the assets and liabilities of 
the St. Joseph Loan & Trust Co. and the 
St. Joseph County Savings Bank, both of 
which will be liquidated, it is announced 
by Bert K. Patterson, president of the new 
institution. The new bank, which is a mem- 
ber of the Federal Deposit Insurance Corp., 
has capital of $200,000 and surplus of $100,- 
000. 

Faribault, Minn.—The Faribault State 
Bank & Trust Company has changed its title 
to the State Bank of Faribault and given 
up its trust powers, effective March 1. 

St. Louis, Mo.—The Tower Grove Bank 
& Trust Co. has opened new quarters for its 
trust and real estate departments. 

Muncie, Ind.—The Merchants Trust & Sav- 
ings Co., a member of the Federal Reserve 
System, has changed its title to Merchants 
Trust Co., effective January 12. 


St. Louis, Mo.—The Northwestern Trust 
Co. has received a national bank charter 
and will henceforth operate as the North- 
western National Bank of St. Louis, capital 
$500,000. J. P. Meyer is president. 

New York, N. Y.—The Manufacturers 
Trust Company took over on Feb. 11 sub- 
stantially all the assets and liabilities of 
the Banca Commerciale Italiana Trust Com- 
pany, which will be liquidated. 

New York, N. Y.—Joseph Bame, of the 
Commercial National Bank & Trust Co. was 
elected president of the New York Financial 
Advertisers at the organization’s recent an- 
nual meeting held at the Lawyers Club. L. 
M. Townsend, of the Bank of New York, 
was chosen first vice president and Dudley 
L. Parsons, of the New York Trust Co., sec- 
retary. 

Elmira, N. Y.—Shareholders of the First 
National Bank & Trust Co. have voted ap- 
proval for conversion on February 25 into a 
State bank with trust powers. The bank, 
a member of the Marine Midland Group, 
will henceforth operate as the Elmira Bank 
& Trust Co. 





Excerpts From Selected Articles 


Unproductive Property in Trust Ac- 
counting 
HOMER F. CAREY, Professor of Law, North- 
western University and DOUGLAS S. MOODIE, 


Member of Editorial Board of Illinois Law Review. 
Illinois Law Review, Dec. 1938. 


ITH considerable frequency testators 
leave estates, consisting in varying 
proportions of unproductive property, most 
frequently land, upon trust for the life or 
lives of one or more persons with remain- 
ders over. The said property is sold after 
some years, by the executor or trustee, 
either at a loss or with a profit. Sometimes 
before any sale is held the allocation of 
the burden of carrying charges is presented 
for determination. 

The single circumstance most commonly 
made to govern the determination of the 
problems presented here is the presence or 
absence of what, in the decided cases, is 
called an imperative or mandatory power 
of sale in the trustee. If such a power of 
sale is found, apportionment is in order and 
vice versa. 

While the Massachusetts cases! make 
the presence or absence of an imperative 
power of sale the turning point of decision 
the New York decisions are more confus- 
ing. The leading New York decision is 
Lawrence v. Littlefield.2 In an action pre- 
viously brought in the Supreme Court the 
will had been construed to give an imper- 
ative power. The presence of such a power 
together with the circumstance that the 
testatrix had always shown as great solici- 
tude for the life beneficiary as she would 
have had for a daughter may fairly be said 
to be the basis of the decision in favor of 
an apportionment. 

In Furniss v. Cruikshank’ the will de- 
clares, “I hereby declare that all the powers 
herein given are intended to de discretion- 
ary, and to be exercised or not as said exe- 


. Edwards v. Edwards, 183 Mass. 581, 67 N. E. 
658 (1903), the leading American case; Jordan 
v. Jordan, 192 Mass. 337, 78 N. E. 459 (1906); 
Creed v. Connelly, 272 Mass. 241, 172 N. E. 106 
(1930); Parkhurst v. Ginn. 228 Mass. 159, 117 
N. E. 202 (1917). 

. 215 N. Y. 561, 109 N. E. 611 (1915). 

. 230 N. Y. 495, 180 N. E. 625 (1921). 

. 258 N. Y. 281, 179 N. E. 497 (1932). 


cutors and trustees shall think proper .. .” 
A brief review of the financial condition of 
the estate from the aspect of its income 
being adequate or inadequate to meet the 
requirements or probable requirements of 
the testator’s family was given. The court 
then concluded that there should be an 
apportionment in favor of the estate of 
the life tenant who had died after the sales 
in question, but before this litigation. “We, 
therefore, think the discretion conferred up- 
on the trustees referred to discretion as to 
the time of sale.” 


Is There A Distinction 


N Matter of Jackson* the Court of Ap- 
peals again decreed an apportionment. 

That this decision seemed to support the 
view that the nature of the power of sale is 
unimportant is indicated by the fact that 
such an argument was made and considered 
only to be rejected, by the same court a 
year later in Matter of Satterwhite5 Re- 
gardless of what the court says about the 
matter one is still justified in wondering 
whether the distinction is important, still 
more whether it ought to be, and also 
whether in this class of cases the courts 
have been as careful to observe the distinc- 
tion between such powers as they have been 
in other instances where results turn upon 
the nature of the power. 

If, as the court admits, one can go be- 
yond the words of the will into the field of 
surrounding circumstances he may be just- 
ified in concluding that what the court real- 
ly means is that circumstances may show 
that a power permissive in its origin may 
at a later date subject its possessor to the 
duty of acting. 

The last case in the Court of Appeals 
certainly did not clarify the law. This is 
especially true with respect to the basic 
date of apportionment, i. e., the date from 
which the income to the life tenant is figur- 
ed. In all the cases so far considered in 
which apportionment was allowed, except 
in the Cruikshank case, the basic date for 
apportionment was the death of the tes- 
tator. The Satterwhite case established the 
basic date for apportionment at the ex- 
piration of three years from the death of 


5. 262 N. Y. 339, 186 N. E. 857 (1933). 
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the testator under a power that had to be 
exercised within that time. 


While all this uncertainty was being cre- 
ated by the Court of Appeals, the lower 
courts were grinding out decisions upon the 
subject alike in pattern and result.6 Of 
the cases which have since been decided? 
by lower courts In Re Lott’s Will® is worth 
considering, for it shows either no regard 
for or no understanding of the pronounce- 
ments of the Court of Appeals. The court 
said: “A power of sale will be considered 
imperative and mandatory, that equitable 
conversion may occur, unless the language 
used shows a clear intent to the contrary.” 
(Italics supplied.) 


Decisions in Other States 


HE only reported case in the appellate 
courts of Illinois,? very recently de- 
cided, denied an apportionment upon the 
ground,’ among others, that a mandatory 
power was wanting. In New Jersey it ap- 
pears to have been uniformly held that no 
apportionment will be allowed except where 
imperative directions to sell have been 
given.10 
The Rhode Island court!! held the rule 
of apportionment applicable to stocks upon 
which only stock dividends had been and 
were being declared. It was a case to which 
the rules of unproductive real estate were 
held to govern. 


Carrying Charges 


T is well settled that current charges and 
burdens incident to the ownership and 


6. In Re Montgomery, 165 N. Y. S. 1069 (1917); 
In Re Vermiley’s Estate, 166 N. Y. S. 320 
(1917) ; In Re Lichtenberg’s Estate, 185 N. Y. S. 
913 (1921); In Re Fleet’s Estate, 192 N. Y. S. 
206 (1927); In Re Pinkney, 202 N. Y. S. 818 
(1924). 

7. In Re Bayle’s Will, 251 N. Y. S. 197 (1981); 
In Re Wardman’s Will, 276 N. Y. S. 778 (1935); 
In Re De Constantinovitch’s Estate, 283 N. Y. 
S. 270 (1935); In Re Wainwright’s Will, 289 N. 
Y. S. 510 (1986); In Re Manning’s Will, 300 
N. Y. S. 906 (1937); In Re Price’s Will, 300 
N. Y. S. 1145 (1937). 

8. 296 N. Y. S. 43 (1987). 

9. Love v. Engelke, 368 Ill. 342 (reported in April 
1938 issue of Trust Companies, page 515). 

. Autcald v. Appleby, 36 N. J. Eq. 73 (1882); 
Martin v. Kimball, 86 N. J. Eq. 10, 96 Atl. 565 
(1916) ; Berger v. Burnett, 97 N. J. Eq. 169, 127 
Atl. 160 (1924). 

. Rhode Island Hospital Trust Co. v. Tucker, 52 
R. I. 277, 160 Atl. 466 (1932); ef. Matter of 
Clark, 3 N. Y. S. (2d) 60 (1938) (personal 
property) ; Wescott v. Nickerson, 120 Mass. 410 
(1876) ; Greene v. Greene, 19 R. I. 619, 35 Atl. 
1042 (1896) (both cases deal with partnership 
interests). 
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use of property must ordinarily be charged 
to income and not principal except perhaps 
the burden of repairs when property is un- 
tenantable at the inception of the trust. 
It is equally well settled that whenever an 
apportionment of the proceeds of a sale is 
proper the case is one in which carrying 
charges are a burden on corpus except 
when the trust instrument expressly pro- 
hibits this result. 

Sometimes applications for the determin- 
ation of the incident of the burden of those 
charges are made long before the unpro- 
ductive property is sold,12 and while the 
courts have treated the two problems (i. e. 
apportionment of proceeds of sale and 
placement of carrying charges), invariably 
as one and the same, it is by no means 
clear that this should be done. If a court 
should determine that the life tenant is en- 
titled to some part of the ultimate proceeds 
of sale based upon an estimated and hypo- 
thetical income it would be difficult to just- 
ify the placing of carrying charges upon 
him. 

No court has attempted to do this. But 
it does not follow that because carrying 
charges must be placed on corpus any 
portion of the proceeds of the sale must be 
given to the life beneficiary. It is one 
thing to allow a beneficiary to receive 
actual income from a trust undiminished by 
carrying charges upon unproductive prop- 
erty so that he can live. It is a radically 
different thing to allow him to share in 
the proceeds of the sale of that property 
upon some fictional income base. 

With this approach to the problem, in- 
quiry into the income received by the life 
beneficiary from the trust is significant up- 
on the burden of carrying charges. It is 


12. Spencer v. Spencer, 219 N. Y. 459, 114 N. E. 
859 (1916). 
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strikingly less significant upon a fictional 
income apportionment and has far less re- 
lation to the needs and realities of life. 

Upon this basis can be explained a decision 
of an able court denying an apportionment 
upon a fictional income basis where the 
income beneficiary had died before the 
sale.13 It is impossible to explain this de- 
cision upon any ground other than in terms 
of actual needs and realities. 

_Invariably the courts have patterned the 
two problems alike. But occasionally they 
are separated and distinguished. 

The problems heretofore considered in 
connection with property unproductive at 
the inception of the gift have also arisen, 
in a very few instances, with respect to 
property subsequently becoming unproduc- 
tive. Matter of Rowland.15 [For a digest 
of this case see March 1937 issue of Trust 
Companies p. 384.] 


Formula for Apportionment 


HE cases heretofore considered are 
singularly uniform in the view that 
in computing the fictional income to the 
life tenant that rate of return which trust 
investments of the proper kind would have 
yielded controls. After deducting from the 
proceeds of the sale, to reimburse principal, 
those sums which have been paid out in 
carrying the property, the balance is di- 
vided between corpus and income. The re- 
sult is achieved by calculating what sum 
put at interest for the period of time dur- 
ing which the property was unproductive 
up to the date of sale would give the amount 
of such balance. This sum is given to prin- 
cipal and the residue to income. (There- 
after income will receive the return on the 
new principal.) 

All this is simple enough, but it is not 
easy to determine the basic date from which 
the fictional income is computed and from 
which the carrying charges must be placed 
on corpus. In most of the cases the date 


13. Ogden v. Allen, 225 Mass. 595, 114 N. E. 862 


(1917) ; contra, Furniss v. Cruikshank, 230 N. 
Y. 495, 130 N. E. 625 (1921). 

14. 205 N. Y. S. 268 (1924), aff’d without opinion, 
208 N. Y. S. 725 (1924); In re Schuester’s Will, 
269 N. Y. S. 546 (1934); Hite’s Devisees v. 
Hite’s Executor, 93 Ky. 257, 20 S. W. 778 (1892). 
In Spring v. Hollander, 261 Mass. 373, 158 
N. E. 791 (1927), it was held that the trust rule 
on the subject of placing current burdens on 
corpus has no application to legal life estates. 
The rule was held not to apply to a remainder 
interest, In Re Thirkield’s Estate, 273 N. Y. S. 
856 (1934). Cf. Restatement of Law of Trusts, 
§240, Comment (a). 

15. 273 N. Y. 100, 6 N. E. (2d) 393 (1937). 
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of the testator’s death is taken, but in 
others some later period is chosen. (See 
the New York cases discussed above.) The 
Restatement of the Law of Trusts, Section: 
241 is also confusing in this same respect. 
It fixes the basic date as “the day when: 
the duty to sell arose.” Does this mean 
the day when the trustee came under a duty 
to seek buyers? Or does it means the day 
on which the trustee became liable to the 
beneficiaries for not having sold? Or does 
it mean some day after the day when the 
trustee came under a duty to find buyers 
to be fixed without reference to the trustee’s 
liability to the beneficiaries? If this ques- 
tion is answered in the affirmative, then 
upon what consideration is the date fixed? 


In every case where the day of death 
or the day after death is taken, the duty 
to sell is fixed at a time before which it was 
possible to sell. In those cases in which 
some later date is taken there is no sug- 
gestion the liability to the beneficiaries arose 
concurrently. The official comment on the 
Restatement states that the apportionment 
rule shall apply as well where the trustee 
is not liable for breach of trust for his de- 
lay as where he is liable. It also stated 
that where a trustee is “under a duty to 
sell” from the outset “the beneficiary is 
entitled to income calculated from the day 
of the creation of the trust, since the duty 
to sell arose at that time...” Does this 
mean the day when the trust is actually 
created and established or the day when by 
fiction it is deemed to have been established 
under the rule of most of the cases, i.e., 
the date of death? If it means the former 
then the rule of these cases is rejected and, 
then, there is a further question in these 
instances where the trustee has delayed in 
actually setting up the trust. 

In this connection the comment clarifies 
the rule with respect to property subse- 
quently becoming unproductive. It seems 
quite clearly to fix the date as of the day 
when the property became unproductive. 
Such was the understanding of the Restate- 
ment rule in Matter of Rowland. 


Salvage Cases 


URING the past few years more cases 
involving salvage operations have 
come before the courts than during the 
whole preceding century, if one is permit- 
ted to judge from the number of reported 
cases. 
It frequently happened that in the 
process of realizing upon a mortgage the 
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trustee had to pay not only the expenses 
incident to foreclosure, but he had also to 
pay off prior liens upon the property. Af- 
ter title to the property was acquired in 
foreclosure it frequently did not carry it- 
self. Ultimately it was sold, and in more 
recent years, usually at a loss calculated 
with respect to the original investment 
alone. 

Two decisions in the Court of Appeals 
of New York have given an answer to most, 
if not all, of the problems raised in the 
salvage cases. In the main, the answers 
given accord with those given by other 
courts. Where there is a departure it will 
be noted. 


[These cases are Matter of Chapal'é dis- 
cussed in the February 1936 issue of Trust 
Companies, page 240 and Matter of Otis17 
in the December 1937 issue, page 763.] 

The cases pass upon nearly all of the 
questions that have arisen in the salvage 
transactions except where a sale of the 
property acquired in foreclosure was at a 
profit over and above the original invest- 
ment, all expenditures in acquiring, holding 
and selling the property, and the whole fic- 
tional income. In such circumstances the 
income beneficiary may not be entitled to 
such excess or any part thereof.18 


Choosing Among Beneficiaries 


HE rules evolved in the unproductive 
property and salvage cases with re- 
spect to carrying charges and apportion- 
ments are in last analysis like the almost 
universal rule which gives a life beneficiary 
income from the date of a testator’s death 
upon a non-existent trust fund. The testa- 
tor’s intent has no place in salvage cases. 
In fact his intent would point to the op- 
posite result. 


The question after all and in final anal- 
ysis is to what extent should the income 
beneficiary be favored as against the re- 
mainderman. There is considerable justi- 
fication for not wholly favoring corpus at 


16. 269 N. Y. 464, 199 N. E. 762 (1936). For re- 
view of all New York cases prior to this decision 
which illustrate the confusion on this question 
see, In Re Pelcyger’s Estate, 285 N. Y. S. 723 
(1936). See Tuttle’s Case, 49 N. J. Eq. 259, 24 
Atl. 1 (1892), where taxes assessed on the real 
estate while the trustees held the land pending 
sale were deducted from the life tenant’s share 
after apportionment. Compare Trenton Trust & 
Safe Deposit Co. v. Donnelly, 65 N. J. Eq. 119, 
55 Atl. 92 (1903), where the taxes were paid 
as a lien upon the property when it.came into 
the hands of the trustees and the sums so paid 
were held to be deductible from the sale pro- 
ceeds prior to apportionment. 
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the sacrifice of the life tenant. The living 
are a matter of more immediate concern. 
In this is to be found the justification for 
saddling upon corpus burdens not ordinar- 
ily borne by it, even in cases where prin- 
cipal has already sustained loss, and for 
awarding to income participations in ap- 
preciations of principal not ordinarily re- 
garded as income. 

The difficulty lies in determining under 
what circumstances the income beneficiary 
should be favored, and if so, to what ex- 
tent. To relieve income from burdens ordin- 
arily placed upon it so that its taker can 
live is one thing. It is quite another to 
allow in addition participation in the pro- 
ceeds of the sale of the property. 


18. In Re Marshall, 88 N. Y. S. 550 (1904); Parker 
v. Johnson, 37 N. J. Eq. 366 (1883). But see 
Parker v. Seely, 56 N. J. Eq. 110, 38 Atl. 280 
(1897) (holding there should be apportionment 
of the gain and attempting to distinguish 
Parker v. Johnson, supra) ; McCoy v. McClosky, 
94 N. J. Eq. 60, 117 Atl. 473 (1922) ; Skinner v. 
Boyd, 98 N. J. Eq. 55, 130 Atl. 22 (1925), aff’d, 
100 N. J. Eq. 355, 184 Atl. 919 (1926) (following 
Parker v. Seely, supra) and see Equitable Trust 
Co. v. Swoda, 1138 N. J. Eq. 399, 167 Atl. 525 
(1933) (where the court, in dicta, reverts to the 
position taken in Parker v. Johnson). See also 
Restatement of Trusts, §41 Comment (c); Uni- 
form Principal and Income Act, §11. 


—_9 ————_—__—__—— 
Digests 


Machines Facilitate Stock Transfer 
Routine 
WILLIAM A. GIBBONS, manager, Stock Trans- 


fer Dept., Marine Midland Trust Co., New York 
City. Bankers Monthly, Sept. 1938. 


Details the advantages of machine oper- 
ation. Among features of the system are 
planned registration, tear-apart sheets for 
unit posting media, and economy of labor 
and personnel. 

ee 


Directors Help Get Trust Accounts 


G. W. DAVIS, vice pres. & trust officer, Beverly 
Hills National Bank & Trust Co., Calif. Bank- 
ers Monthly, Sept. 1938. 


Outlines plan whereby banks may obtain 
a considerable amount of new business 
through their directors. 


a 


Personalty That Passes Under a 
Legacy of House and Its Contents 


New York Law Journal, Feb. 20, 1939. 


Discusses the problem involved in Old 
Colony Trust Co. v. Hale, reported in the 
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Fiduciary Decisions section of this issue. 

Analyzes many cases construing bequests of 

the contents of a house. 
ee 


Control of Income—Trust Mortgages 
and Real Estate 


PAUL D. WILLIAMS, Comptroller, Corn Ex- 
change Natl. Bank & Trust Co., Philadelphia, Pa. 
National Auditgram, Jan. 1939. 


Advocates a system for internal control 
of trust income from real property and 
mortgages, based on a central point of con- 
centration—Cashier’s Cage, giving the ad- 
vantages of the latter. Suggests types of 
forms and records to be used, and method 
of recording income and handling payments. 

ee 


Tax Relief in Reorganizations Under 
the Chandler Act 


GEORGE D. FISH and FRANCIS X. BUTLER, 
Credit and Financial Management. 


Points out tax benefits available to cor- 
porations reorganizing under the provisions 
of the Chandler Act, principally in connec- 
tion with scaling down of debts, which no 
longer results in taxable income to the 
debtor. 

a 


Articles on Taxation 


Tax-Exempt Bonds — Shall We Remove 
the Exemption? — George W. Rice, City 
Treasurer, Springfield, Mass. Taxes (The 
Tax Magazine), Feb. 1939. 

State Gift Tax Jurisdiction—Edmond N. 
Cahn, member of N. Y. Bar. Univ. of Penn- 
sylvania Law Rev., Feb. 1939. 

Taxation—Trusts—When Income Taxed 
to Settlor—Richard Tinkham, Jr.—Wiéiscon- 
sin Law Rev., Jan. 1939. 


“14 Points to be Covered by 
Will’ 


1. If any part of your life insurance 
is subject to the federal estate tax, does 
your will provide for such taxes to be 
paid from your general estate or from 
your life insurance proceeds? 

2. Do the provisions of your will for 
income to your wife and children har- 
monize or conflict with the provisions of 
your insurance policies? 

3. Under the provisions of your will, 
how much cash will your executor re- 
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quire in order to pay federal taxes and 
state inheritance taxes and administra- 
tion expenses and debts and unpaid in- 
come taxes? 


4. Under the provisions of your will, 
would your executor be forced to sacri- 
fice and sell at loss any specific property, 
such as your business, in order to raise 
cash to pay such taxes and expenses and 
debts? If so, how would this affect the 
amount of income the rest of your prop- 
erty would provide for your wife and 
children? 


5. Do the investment provisions of 
your will protect your property against 
financial and economic changes? 


6. Does your will provide for the 
liquidation of your business or business 
interests? If not, does it provide for the 
continued management of your business 
or business interests? 


7. Under your will, is there a provi- 
sion to protect specific items of prop- 
erty, such as your business or your home 
or any valuable real estate? 


8. Does your will make provision for 
children who may be born after the date 
of the will? 


9. Does your will eliminate the expen- 
ses and problems involved in the guard- 
ianship for the property of your minor 
child? 

10. Does your will give the proper and 
full powers to your executors and trus- 
tees, and also to your successor executors 
and trustees? 


11. Does your will relieve your wife 
and children from unnecessary or exces- 
sive income taxes, or must they pay the 
highest possible income taxes? 

12. Does your will impose a double tax 
on any part of your property before it 
is received by your children? 

13. Has your financial condition or 
your domestic situation changed since 
the date of your last will? 

14. Where is the original of your will 
located, and who would know about its 
existence in the event of your death? 


From talk by Denis B. Maduro, New York City 
attorney, given at National Life Underwriters 
Convention, Texas. September, 1938. 





Che Crust & Estate Library 


“To know that which lies before us in daily life 
is the prime wisdom’”—MILTON 


Federal Income and Estate Tax Laws, 
Correlated 


WALTER E. BARTON, Attorney at Law, and 
CARROLL W. BROWNING, Chief Accountant, 
U. S. Navy Dept., Ret’d. Callaghan and Co., Chi- 
cago, Ill. $12. 


Tax books in recent years are making 
research more and more facile for the pro- 
fession. This work, of which this is the 
eighth edition, was one of the first to recog- 
nize the importance of a convenient refer- 
ence. The present volume correlates the 
Income Tax Acts from 1926 to 1938, with 
amendments, the various Estate Tax Acts 
of 1916 to 1926, with amendments, the Gift 
Tax Acts of 1924 and 1932, with amend- 
ments, and several other tax statutes. The 
result is that, on any particular phase of 
the problem, one can find at a glance the 


corresponding section in each of the respec- 


tive acts. 

The absence of annotations, first noted 
in the seventh edition, was accepted by the 
users of the earlier work, so that the au- 
thors have again omitted them. This vol- 
ume fills its own peculiar need. There are 
others which can supply citations. 

ee 


Multiple Management 
CHARLES P. McCORMICK. Harper 


& Bros. 
175 pps. ry 
This book discusses in detail the idea, or- 
iginated by the author, of a junior board of 
directors. An article by him on this sub- 
ject appeared in the December issue of the 
Magazine, page 672. The so-called McCor- 


mick plan is designed to inject new life into 
business organizations through entrusting 
younger men with responsibilities of man- 
agement. Banks, among others, have es- 
tablished such boards. 

——___—_—_9 —_—_—_— 


Investment Salvage in Railroad Re- 
organizations 

HAROLD PALMER. Harper & Bros. 

pps. 

The large percentage of total railroad 
mileage of the country now in bankruptcy 
or receivership makes this book a timely 
one. It is a study of methods of salvaging 
capital invested in railroad securities, aris- 
ing especially out of recent amendments to 
reorganization and bankruptcy laws and 
procedures. Instead of incurring losses, the 
investor may presumably make gains under 
the suggestions presented by the author. 

——————— 


$2.00. 136 


The Common Law 


OLIVER WENDELL HOLMES, JR., late Justice 
of the Supreme Court. Little, Brown & Co. $2.00. 
422 pps. 


This popular-priced edition of the classic 
lectures on the common law is indeed wel- 
come to layman as well as lawyer—they 
were originally addressed to a lay audience. 
Although: delivered almost 60 years ago, 
these studies on various phases of the law 
are still fresh and inspiring. Justice 
Holmes’ analysis of property rights and suc- 
cessions stands perhaps unequalled. A 
worthy volume for everyman’s library. 
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The following attorneys, recognized authorities on fiduciary law, are collab- 
orating with Trust and Estates to provide succinct digests of the most pertinent 
current decisions affecting fiduciaries. The case reports in the succeeding sec- 
tion are selected and briefed at their discretion. 


CALIFORNIA: Walter L. Nossaman—Trust Counsel, Security-First National Bank of 
Los Angeles 

COLORADO: Montgomery Dorsey—Hughes & Dorsey, Denver 

CONNECTICUT: Allan K. Smith—Day, Berry & Howard, Hartford 

DELAWARE: Paul Leahy—Ward & Gray, Wilmington; Counsel, Delaware Trust Co., 
Union National Bank, Central National Bank, Industrial Trust Co. 

DISTRICT OF COLUMBIA: Arthur C. Keefer—Attorney-at-law, Washington, D. C.; 
Professor of Real Property, Washington College of Law 

FLORIDA: Warren L. Jones—Fleming, Hamilton & Diver, Jacksonville; Counsel, 
Barnett National Bank 

GEORGIA: Pope F. Brock—Spaulding, Sibley, Troutman & Brock, Atlanta; Counsel for 
Trust Company of Georgia 

ILLINOIS: R. J. Frankenstein, Jr—Chapman and Cutler, Chicago; Counsel, Harris 
Trust & Savings Bank 

INDIANA: William H. Krieg—Jones, Hammond, Buschmann & Gardner, Indianapolis; 
Counsel for Indiana State Bankers Association 

IOWA: Eugene D. Perry—Stipp, Perry, Bannister & Starzinger, Des Moines 

KANSAS: Marlin S. Casey—Counsel, Columbian Title & Trust Company, Topeka 

KENTUCKY: Squire R. Ogden—Gordon, Laurent, Ogden & Galphin, Louisville 

LOUISIANA: John M. Wisdom—Wisdom & Stone, New Orleans 

MAINE: Carroll S. Chaplin—Chaplin, Burkett & Knudsen, Portland 

MARYLAND: J. Crossan Cooper, Jr.—Venable, Baetjer & Howard, Baltimore 

MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn; Reporter and Lecturer for 
Corporate Fiduciaries Association of Boston 

MICHIGAN: George B. Shaeffer—Shaeffer and Dahling, Detroit; Counsel for Union 
Guardian Trust Company 

MINNESOTA: James E. Dorsey—Junell, Fletcher, Dorsey, Barker & Colman, Minne- 
apolis; Counsel for First National Bank & Trust Company, Minneapolis 

MISSOURI: Robert Neill, Jr—Thompson, Mitchell, Thompson & Young, St. Louis; 
Counsel for Mercantile-Commerce Bank and Trust Co. 

NEBRASKA: Frank D. Williams—Hall, Cline & Williams, Lincoln 

NEW JERSEY: J. Fisher Anderson—Counsellor-at-law, Jersey City; Counsel, New 
Jersey Bankers Association 

NEW YORK: Joseph Trachtman—Mitchell, Taylor, Capron & Marsh, New York; Coun- 
sel for City Bank Farmers Trust Company 

NORTH CAROLINA: Irving Carlyle—Manly, Hendren & Womble, Winston-Salem 

OHIO: R. P. Biechele—Attorney, The Cleveland Trust Company, Cleveland. 

OKLAHOMA: J. C. Pinkerton—Associate Counsel, First National Bank & Trust Co., 
Tulsa 

OREGON: Earl S. Nelson—Griffith, Peck & Coke, Portland 

PENNSYLVANIA: R. M. Remick—Saul, Ewing, Remick & Saul, Philadelphia 

RHODE ISLAND: Colin MacR. Makepeace—Tillinghast, Collins & Tanner, Providence 

TENNESSEE: Charles C. Trabue, Jr.—Trabue, Hume & Armistead, Nashville 

TEXAS: Robert Ring—Counsel, Houston Land & Trust Company, Houston 

VIRGINIA: Ellsworth Wiltshire—Wiltshire & Rives, Richmond 

WASHINGTON: Charles T. Donworth—Donworth, Paul & Donworth, Seattle; of 
Counsel for Seattle Trust & Savings Bank 

WISCONSIN: Ralph M. Hoyt—Shea & Hoyt, Milwaukee 

sg to OF ONTARIO, Canada: T. D’Arcy Leonard, K.C.—Leonard & Leonard, 

‘oronto 
PROVINCE OF QUEBEC, Canada: Brooke Claxton—Stairs, Dixon & Claxton, Montreal 





Fiduciary Decisions 


Assets—Appropriation of Personal 
Property Without Administration 


Wisconsin—Supreme Court 


Estate of Cox, 283 N. W. 362, decided January 
10, 1939. 


Anna P. Cox died in 1930 owning nothing 
except certificates of deposit and stock in a 
state bank. Without any administration of 
her estate, her husband took possession of 
the assets and succeeded in cashing the cer- 
tificates of deposit by indorsing his deceased 
wife’s name “per” himself. Thereafter the 
bank consolidated with another one, and 
new stock was issued in the name of the 
wife but delivered to the husband. The 
consolidated bank failed, and claim was 
made against the estate of the husband 
(who had also died) for an assessment on 
the stock, on the theory that he had become 
its owner. 

HELD: The husband never became the 
owner of the stock and his estate is not 
liable for the assessment. By his unau- 
thorized acts he made himself merely a debt- 
or of his wife’s estate, not the owner of 
her property. The claim for the stock as- 
sessment can be asserted only against the 
wife’s estate, after administration thereof 
has been commenced in the regular way. 


Compensation—Attorney Fees Held 
A Personal Claim Against Repre- 
sentative 


Minnesota—Supreme Court 


State ex rel. Alma Larson v. Probate Court of 
Hennepin County, Opinion filed November 18, 
1938, Petition for rehearing denied January 20, 
1939. 


An attorney at law petitioned the Probate 
Court for determination and allowance of 
his fees as attorney in connection with the 
probate of decedent’s estate. The execu- 
trix filed a so-called answer admitting the 
employment of the attorney, denying the 
value of his services and asking for deter- 
mination and allowance of his fees. The 


Probate Court made an order awarding fees 
to the attorney. The executrix attempted 
to appeal from this order but the appeal 
was dismissed. 

Thereafter the executrix applied to the 
Probate Court for an order setting aside 
its determination and award, on the ground 
that such determination was beyond its jur- 
isdiction. The order denying this applica- 
tion was taken to the District Court on writ 
of certiorari. From an order quashing such 
writ an appeal was taken to the Supreme 
Court. 

HELD (two judges dissenting): The or- 
iginal order was beyond the jurisdiction of 
the Probate Court and void. A decedent’s 
estate is not liable to an attorney for his 
services at the instance of an executor or 
an administrator, but the latter is himself 
liable in a suit by the attorney. The repre- 
sentative is entitled to apply to the Court 
for an allowance upon his attorney fees but 
the allowance is to the representative and 
not to the attorney. When there is a con- 
flict between the representative and his at- 
torney, the issues presented thereby must 
be determined by a Court of general juris- 
diction and not by the Probate Court. 

The Court intimated that the representa- 
tive could protect himself against a suit 
for attorney fees in excess of those allowed 
by the Probate Court by an appropriate 
agreement with his attorney, but did not 
indicate how the attorney can protect his 
rights under such an agreement since ob- 
viously the Probate Court could not allow 
a larger disbursement than requested by 
the representative. 

, rR aaires 
Compensation—Renunciation of Fee 
Set in Will—When to be Made 


Indiana—Appellate Court 


Suverkrup v. Suverkrup et al. 18 N. E. (2d) 488, 
January 16, 1939. 


Appeal from order of Probate Court sus- 
taining objections to final report of Execu- 
tor of the estate of Arthur C. Newby to ad- 
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ditional allowances of $50,000 for Execu- 
tor’s services. The Will directed that the 
Executor “be paid at the rate of $12,000 
per year for his services as Executor of this 
Will and for his services as Trustee here- 
under.” * Six weeks subsequent to his ap- 
pointment and qualification, the Executor 
filed in court a written renunciation of the 
compensation provided by said Will and 
asked the court to make allowances for 
services in fair and reasonable amounts. 
The $50,000 final allowance contested was 
$26,000 in excess of the compensation to 
which the Executor would have been en- 
titled under the terms of the Will. 

HELD: Reversed. Sec. 6-1417 of Burns 
Anno. Stat. (1933) provides that “When 
provision is made by a will for compensa- 
tion to the executor thereof, the same shall 
be deemed a full satisfaction for his ser- 
vices, in lieu of the aforesaid commission 
and extra allowance, or his share thereof, 
unless he shall, by a written instrument, 
filed in the court issuing his letters, re- 
nounce all claim to such compensation given 
by the will.” The court stated that on prin- 
ciple the renunciation of the compensation 
fixed by the Will must come at the earliest 
possible time and before the duties as Ex- 
ecutor are entered upon as decided in the 
case of In re Williams Estate, 147 Wash. 
381, 266 Pac. 137. 

However, the court felt constrained to 
follow what it considered to be the majority 
rule (34 A. L. R. 920) which is that under 
a statute such as the one above quoted, an 
Executor has a reasonable time after quali- 
fying to renounce the provisions of the Will 
fixing his compensation and that in this 
case, no contention was made that the six 
weeks period between the time of the Ex- 
ecutor’s qualification and his written re- 
nunciation was an unreasonable length of 
time. ; 

——$__9—____ 


Corporate Trusts—Trustee—Liability 
of Trustee Participating in Issu- 
ance of Securities Without Permit 
—Good Faith 


California—Supreme Court 


Mary Pickford Co. v. Bayly Bros. Inc., 97 Cal. 
Dec. 41, (Jan. 5, 1939). 


In 1925 defendant Bayly Bros. and others 
formed a syndicate to purchase real estate 
which was conveyed to defendant California 
Trust Company for subdivision and sale. 
Purchase price was raised through a loan 
from the Trust Company and sale of bene- 
ficial interests in the trust. Certificates evi- 
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dencing beneficial interest were executed 
and issued not by the Trust Company but 
by defendant promoters. Present action, 
begun in 1933, is brought by purchaser of 
undivided 25/490ths beneficial interest to 
recover $22,500 paid therefor, with interest. 
Appeal is from judgment against all defen- 
dants, including the Trust Company, for 
$25,000 with interest. 

In affirming judgment as to certain de- 
fendants and reversing as to others, Court 
held: 

(1) Certificates of beneficial interest were 
securities within Corporate Securities Act. 

(2) The Trust Company, not having ex- 
ecuted or delivered certificates, was not a 
co-issuer. 

(3) The Trust Company incurred liability 
in connection with issuance through parti- 
cipation in general scheme evidenced by as- 
sisting in financing enterprise, preparing 
and having printed the certificates and in 
their transfer and delivery, as well as 
through receipt of $22,500 of subscription 
price paid by plaintiff. 

(4) Since proofs show defendants, includ- 
ing the Trust Company, in good faith be- 
lieved, relying on legal advice, that no per- 
mit was required, there is no liability in 
fraud because of not obtaining permit. Only 
liability was on implied warranty that cer- 
tificates were valid. Limitations began to 
run on this cause of action upon issuance 
of securities and cause of action is therefore 
barred. 

(5) As to certain promoters who were 
guilty of actual fraud other than that im- 
plied from issuance without permit, cause 
of action accrued only on discovery and was 
not barred. 

—_——__——0 


Distribution—Bequest of ‘Contents 
of House” 


Massachusetts—-Supreme Judicial Court 


Old Colony Trust Co. v. Hale, 1938 A. S. 2075, 
December 30, 1938. 


The will gave to A a certain house and 
land “and the contents of the house not 
otherwise hereinafter bequeathed”; also 
certain silver and rugs in storage and some 
specific jewelry. Following this were many 
pecuniary legacies and bequests of specific 
articles of jewelry, the legacies to be paid 
as far as possible out of securities in the 
estate. In a small safe in the house were 
found three savings bank books, some fire 
insurance policies covering the house and 
contents, and some other insurance policies, 
together with some jewelry not otherwise 
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specifically disposed of. The jewelry speci- 
fically bequeathed to A was in a box at the 
bank. 

HELD: The gift of the “contents of the 
house” was not limited by the rule of “ejus- 
dem generis’, which is that where words of 
enumeration are followed by collective 
words the latter are confined to objects of 
the same character as those enumerated. 
In this case there were no words of enum- 
eration, and hence the word “contents”, be- 
ing a comprehensive word, must receive its 
full import unless a consideration of the 
will as a whole restricts it in accordance 
with a settled rule of construction. 

It is the general rule that a bequest of 
the contents of a house does not carry 
choses in action. There is nothing in this 
will to show a contrary intention. Savings 
bank books properly come within the term 
“securities”, which the will provided were 
to be used for the payment of the pecuniary 
legacies. Hence the savings bank books 
and insurance policies did not pass to A as 
part of the contents of the house. The ar- 
ticles of jewelry, however, not being other- 
wise specifically disposed of, did pass to him, 

Note: A very important point in this de- 
cision, not specially emphasized, is that a 
devise of a house does not carry the fire 
insurance policies.) 


ee 


Distribution—Debt of Son Predeceas- 
ing Father Held Not Chargeable 
Against Interest Which Son’s Chil- 
dren Took By Inheritance From the 
Grandfather 


Illinois—Supreme Court 
Russell v. Bulliner, 370 Ill. 260. 


The son and his wife made their promis- 
sory note payable to his father and died 
intestate and insolvent leaving the note 
unpaid. Later the father also died. The 
administrator of the father’s estate charged 
the unpaid indebtedness against the dis- 
tributive share of the personal estate of the 
father to which the son’s children were en- 
titled. 

HELD: The administrator’s authority 
over personal property extends only to the 
use of it in payment of debts and claims 
and when all such indebtedness is paid, to- 
gether with the cost of administration, the 
title to the remaining personal property 
is in the heirs of the intestate unaffected 
by the debts owed by their immediate an- 
cestor who predeceased the administrator’s 
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intestate. The action of the administrator, 
therefore, was erroneous. 

Editor’s Note: This case reverses the 
decision In re Bulliner’s Estate, 294 IIl. 
App. 189, 18 N. E. (2d) 6384, reported in 
May, 1938, Trust Companies, 643. 


(a pe 


Distribution — Recognition of Agree- 
ment to Assign Expectant Estate 


Wisconsin—Supreme Court 


Hofmeister v. Hunter, 283 N. W. 330, Decided 
January 10, 1939. 


The children of Elvah Hunter, shortly be- 
fore her death, made a written agreement 
with one Jansky, assigning to him, as se- 
curity for their indebtedness to him, all of 
their interest in Mrs. Hunter’s estate as 
heirs at law, and further agreed to execute, 
after her death, such further instruments 
of assignment as might be required. In 
compliance with this agreement they gave 
Jansky, after the mother’s death, a convey- 
ance of their interest in her property. 
Thereafter, other creditors of the heirs gar- 
nisheed the administrators of the mother’s 
estate, claiming that the agreement with 
Jansky and the transfer based thereon were 
invalid because contrary to public policy. 

HELD: While an assignment of an ex- 
pectant estate in praesenti is a nullity, be- 
cause no one has an interest as an heir in 
the property of a living person, such an as- 
signment, if intended to take effect at the 
death of the ancestor, is valid and will be 
enforced by a court of equity, provided it is 
supported by an adequate and fair consid- 
eration, is free from vitiating elements, and 
is not the result of imposition upon a neces- 
sitous heir. The making of such an assign- 
ment does not contravene any rule of public 
policy. Therefore, the rights of Jansky are 
superior to the claims of the garnisheeing 
creditors. 

of 


Distribution—Recognition of Post- 
nuptial Release Between Husband 
and Wife 


Wisconsin—Supreme Court 


Estate of Cortte, 283 N. W. 3836, Decided Jan- 


uary 10, 1939. 


In 1927 Herman and Ida Cortte, who had 
been married twenty-five years but had had 
some disagreements over property matters, 
entered into a written agreement whereun- 
der the aggregate property of both was di- 
vided equally between them, and each of 
them relinquished all rights of inheritance 
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from the other, including all rights of dower 
and curtesy. The wife died in 1937 and the 
husband in 1938. Their respective execu- 
tors petitioned the county court for a deter- 
mination of the validity of the agreement 
made in 1927. The Wisconsin legislature 
had enacted in the year 1921, Section 6.015 
of the Statutes, to the effect that women 
should have the same rights and privileges 
under the law as men, including specifically 
the freedom of contract and the holding and 
conveying of property. 

HELD: The enactment of Section 6.015, 
which was in force at the time the agree- 
ment in question was made, wholly changed 
the pre-existing law as to the ability of a 
married woman to contract away her rights 
in her husband’s estate. In view of that 
statute, the agreement of 1927 is valid, and 
applies to property accumulated by the re- 
spective parties after the making of the 
agreement, as well as to property owned by 
them at the time of its execution. There- 
fore, neither estate has any interest in the 
property of the other. 


0. 


Investment Powers—Approval of In- 
vestment by Court Affords No Pro- 
tection If Investment is Illegal 


Tennessee—Supreme Court 


Humphries v. Manhattan Savings Bank & Trust 
Co., 122 S. W. (2) 446, (Dec. 17, 1938). 


Mrs. Humphries was guardian of her 
minor daughter, the complainant. She 
kept on deposit with the Manhattan Sav- 
ings Bank & Trust Company funds of the 
minor in the sum of $3655.34. She dis- 
cussed investment of this fund with a vice- 
president of the bank, and he recommend- 
ed purchase of certain bonds secured by a 
mortgage on real estate. The bonds were 
in the hands of defendant, Manhattan Se- 
curities Company, a subsidiary of the bank. 
Mrs. Humphries accordingly bought $3655.34 
worth of these bonds, paying for them with 
her check, drawn as guardian, upon Man- 
hattan Savings Bank & Trust Company, 
payable to Manhattan Securities Company. 


Before the transaction was closed Mrs. 
Humphries went with a representative of 
the bank before the Judge of the Probate 
Court of Shelby County and “procured an 
order from him approving this investment 
by the guardian of her ward’s funds.” 

This suit was brought by the minor 
through her next friend against the bank 
and the securities company, claiming the in- 
vestment was illegal. 
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HELD: The purchase of the securities 
“was an unlawful diversion of her ward’s 
money.” 


“Manhattan Savings Bank & Trust Company 
and Manhattan Securities Company were both 
fully advised that the money used to purchase 
the securities herein involved was a guardianship 
fund, that it was drawn out of bank by a guar- 
dian’s check, and that the guardian acquired the 
securities for her ward. Under such circum- 
stances both these were parties to the unlawful 
diversion of a trust fund and apparently recip- 
ients of a trust fund unlawfully diverted. Each 
of defendants, therefore, became liable to the 
cestui que trust.” 


The Court then considered whether the 
order of the Probate Court, referred to 
above, afforded the defendants any protec- 
tion. 

After examination of the applicable 
statutes and the cases construing them, the 
conclusion was reached that the Probate 
Court was without jurisdiction to authorize 
a guardian to depart from statutory re- 
quirements as to investment of his ward’s 
funds. 

By cross-bill one of the sureties on the 
guardian’s bond had been brought into the 
case, the defendants seeking a judgment 
over against this surety. The Court said: 


“Under the facts of this case we see no ground 
upon which Manhattan Savings Bank & Trust 
Company and Manhattan Securities Company 
could claim contribution or indemnity from the 
surety on the guardian’s bond.” 


a 


Investment Powers—Authority to In- 
vest in Common Stock Granted by 
Court 


New Jersey—Court of Chancery 


The Morris Community Chest v. Wilentz, 124 N. 
J. Eq. 580, Decided Jan. 26, 1939. 


The Morris Community Chest, a charit- 
able corporation, organized for welfare 
work, was bequeathed $10,000 as an endow- 
ment fund, the interest to be used for the 
work of the chest. Application by the Chest 
to permit it to invest all or part of the en- 
dowment fund in common stocks named in 
the complaint. The bill alleged that the 
economic conditions in the country made it 
impossible to invest in legal investments 
except at a small rate of interest and that 
because of changing conditions the pur- 
poses of the Chest are being defeated. The 
court referred to Revised Statutes, Section 
3:16-18 under which the Chancellor has 
power to permit investment of trust funds 
in common or preferred stock of corpora- 
tions which have been in business for at 
least five years. 
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HELD: The relief prayed for is founded 
upon the inherent jurisdiction of the court 
of chancery in the premises and upon the 
provisions of R. S. 3:16-17 and 18. This 
court has the undoubted power as part of 
its original inherent jurisdiction in matters 
of trust, and may in cases of emergency, 
in its capacity as universal trustee, for the 
preservation of the trust estate and the pro- 
tection of the cestuis, authorize and direct 
the trustees to do acts which under the 
terms of the trust and under ordinary cir- 
cumstances they would have no power to do. 

The legislature by enactment of the cited 
statute made it clear that it recognized that 
the court had jurisdiction to act, and that 
presently conditions were such, in the opin- 
ion of the legislature, that the court, in 
proper cases, should act, and it therefore 
expressly authorized the court in certain 
instances to act and provided the method of 
procedure. 

That a’ serious economic change in condi- 
tions occurred since the creation of the trust 
herein is not only established by the testi- 
mony, but is a matter of such common 
knowledge that the court may take judicial 
notice thereof. By the testimony it is es- 
tablished that the changes in conditions 
which prompted this application are applic- 
able with equal force to the principal as 
well as the income of the fund. 

From the evidence the objects and pur- 
poses of the trust fund have already been 
defeated in part, and may be wholly defeat- 
ed, if the trustee be restricted solely to in- 
vestments allowed trustees by law. The ob- 
jects and purposes of the fund and the in- 
terest of the beneficiaries will be promoted 
by permitting the trustee in the exercise 
of discretion to invest one-third of the trust 
fund in common stocks of the kinds enum- 
erated in the bill of complaint in order to 
produce not only more income but also to 
safeguard the principal of the fund. 

— - - () 
Investment Powers—Liability for Re- 
tention of Real Estate and Mort- 
gages as Against Peremptory Or- 
der to Sell—Measure of Liability 


Pennsylvania—Supreme Court 
Nola’s Est., 3 Atl. (2nd) 326, January 9, 1939. 


The decedent by her Will provided that 
after the death of her husband, the life ten- 
ant, “all the real estate of which I may die 
seized . . . be then converted” by the trus- 
tee and turned over in certain designated 
Securities to pay the income therefrom for- 


ever to a certain Home for Indigents in 
Italy. 
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The court below, the Orphans’ Court of 
Philadelphia County (31 D. & C. 112) found 
from the facts that it would have been im- 
practical to sell the real estate at the time 
fixed except at a considerable sacrifice, and 
that therefore the fiduciary was warranted 
in the use of its discretion in the matter. 

HELD: The trustee was liable for any 
loss incurred by the retention of real es- 
tate, even in the exercise of a wise discre- 
tion, where by the terms of the Will there 
was a peremptory direction to convert. 

The language of the Will admitted of no 
construction that vested “a discretionary 
judgment in the trustee, after the husband’s 
death, as to the wisdom of selling the real 
estate .. .” in complying with the language 
of the Will; she “had the right to dispose 
of her property in any way she saw fit, pro- 
vided she did not violate public policy or 
some fixed provision of law.” 


“The court below was of opinion that the duty 
of the trustee to sell was merely the same duty 
as would have existed had there been no such 
mandatory provision in the will,—the duty to sell 
non-legal securities. With this view we cannot 
agree. If a decedent dies leaving securities which 
would not be legal investments for trust funds, 
the fiduciary is excused frcm a failure to convert 
them if his retaining them represents ‘the honest 
exercise of judgment based on actual considera- 
tion of existing conditions; in other words, he is 
expected to be ordinarily watchful and to exer- 
cise normally good judgment.’ He is thus vested 
by the law with a measure of discretion and is 
allowed the exercise of his own judgment as to 
the wisdom of selling the securities under then 
prevailing market conditions. 

“But where there is a peremptory order to sell 
at a time stipulated by a testator, the trustee is 
not given discretionary power based upon his 
opinion as to whether or not the market is ad- 
vantageous. This does not mean that he must sell 
instantly, or at a price so sacrificial as not to 
reflect to any reasonable degree the fair value of 
the property. It means only that it is the trus- 
tee’s duty in such a case to make every reason- 
able effort to sell as promptly as possible,—at 
public sale if it appear that no private purchaser 
is available,—provided the price realized is not 
beyond the pale of reason, even though it be one 
which, in the opinion of the trustee, is not as 
good as might be obtained if the sale were de- 
layed to some indefinite future time. 

“In order to ascertain whether there has been 
any loss, and if so, in what amount, it is 
necessary to have expert testimony as to the mar- 
ket value, that is, the realizable value, (as dis- 
tinguished from the ‘“‘fair’’ value) of the property 
during the year or two after it came into the 
hands of the trustee. It is also necessary to con- 
sider what the position of the estate would now 
be had the proceeds of a sale of the property been 
invested in Italian government bonds as directed 
by testatrix, because the order to invest in such 
bonds was as mandatory as the order to sell the 
real estate. 

“If, therefore, the carrying out of that order 
would have resulted in a present loss to the es- 
tate, the trustee is entitled to be credited accord- 
ingly. The surcharge, if any, would be the dif- 
ference in financial position of the estate if both 
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directions of testatrix had been carried out, as 
compared with the present situation in which 
neither has been carried out, giving consideration 
in that connection to the income from the real 
estate, mortgages, and Home Owners Loan bonds 
on the one hand, and the income that would have 
been derived from the Italian govenment bonds on 
the other, and also taking into account the fore- 
closure costs and expenditures in the mainten- 
ance of the property, as well as the value of the 
bonds and the mortgage now held by the trustee.” 


Practically a similar ruling was made in 
the estate of the husband, Camillo Nola, 
heard at the same time, where the question 
involved was the retention of certain mort- 
gages. 

ee  () 


Life Tenant and Remainderman—Ap- 
portionment of Fund Derived from 
Sale at Loss of Property Acquired 
under Foreclosure When Life Ten- 
ant Dies 


Pennsylvania—Supreme Court 
Spear’s Estate, January Term, 1938 No. 28. De- 
cided January 26, 1939. 


In this case the court limited the rule 
theretofore promulgated by it in Nirdling- 
er’s Estate (26 D. & C. 3, Trust Companies 
Magazine for June 1936, p. 676; 327 Pa. 
171, 198 Atl. 30, T. C. M. July, 1937, p. 121; 


331 Pa. 135, T. C. M. July, 1938, p. 121). 
Under those decisions the court held: 


“that living life tenants, entitled to income at the 
time of the resale of the properties, were to share 
in the net proceeds according to the formula adopt- 
ed in section 241 of the Restatement of Trusts.”’ 


In the instant case, the appellants argued 
that the same rule should be adopted on the 
theory: 


“that the interest of the life tenant in the real 
estate and unproductive mortgages is a vested in- 
terest, in praesenti, because these properties and 
mortgages are securities for the defaulted interest 
which the life tenant should have received; that 
the death of the life tenant prior to the realization 
upon the securities merely transfers that interest 
to his estate.” 


and that therefore the property should be 
retained in trust until re-sold and salvage 
ascertained, relying on sub-section (g) of 
Section 241 of the Restatement. This doc- 
trine was repudiated by the Supreme Court 
in its opinion to the following effect: 


“There is a compelling reason for refusing ap- 
portionment in this case. In Nirdlinger’s Est. (No. 
1), 327 Pa. 160, it was stated that practical dif- 
ficulties sometimes make apportionment impos- 
sible, and that it is therefore a discretionary mat- 
ter. 

“The practical difficulties presented in this case 
by the proposed apportionment; the long delay in 
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the settlement of the life tenant’s estate and in 
the distribution of this portion of the residuary 
estate that would result, render such an appor- 
tionment inequitable. 

“To require the trustees to retain one-half of 
the residuary estate until each of the unproduc- 
tive investments can be salvaged would unduly ex- 
tend the life of this trust after its real purpose 
has been accomplished. Moreover, the requested 
apportionment would defeat the clear intention of 
the testator that the life tenant was to receive the 
income under a spendthrift trust free of creditors’ 
claims. 

“The court below correctly held that the purpose 
of the testator required the trust to be terminated 
as of the date of the death of James Spear, Jr. 
To hold otherwise would be to reverse the maxim, 
and compel remaindermen to starve so that cred- 
itors and heirs of life tenants, to whom the tes- 
tator intended no benefit, should feast.’’ 


———— 


Powers—Appointment—Power to Ap- 
point to “Children and Issue of De- 
ceased Children” Did Not Permit 
Creation of Trusts for Lives of 
Children With Remainder to Grand- 
children 


New York—Court of Appeals 


Matter of Kennedy, 279 N. Y. 255, 18 N. E. (2d) 
146. 


Testator placed a share of his estate in 
trust for the life benefit of his daughter 
and directed his trustee upon her death “to 
pay and divide the principal of said share 
to and among such of her children and issue 
of deceased -children as she shall by her 
Last Will and Testament appoint...” with 
a gift over, in default of appointment, to 
her children in equal shares. The daughter, 
being survived by two children (and no 
issue of any deceased child), attempted by 
her will in exercise of the power of appoint- 
ment to create a trust of one-half of the 
appointive property for the life benefit of 
each of her children, with remainder over 
to their children. In such attempted ex- 
ercise of the power of appointment, Tes- 
tator’s daughter sought to give each of her 
children a new limited power to appoint 
the proportions in which the ultimate re- 
mainders to her grandchildren should be 
paid. 

The Surrogate determined that the 
Testator’s daughter had validly exercised the 
power of appointment, on the ground that 
the power to appoint a fee included a 
power to appoint a lesser estate, and that 
the ultimate remainders were within the 
class to whom the Testator’s daughter was 
given the power to appoint. The Appellate 
Division affirmed the Surrogate, but in the 
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Court of Appeals (divided five to two), it 
was 

HELD: The rule that a power to appoint 
a fee includes the power to appoint a lesser 
estate is not controlling; here there was a 
limited power and the scope of that power 
could be determined only by ascertaining 
what general purpose the Testator had in 
mind for the distribution of the appointive 
property. The Court determined that the 
Testator’s will disclosed an intention to have 
the principal of the trust created by him 
distributed outright on his daughter’s death 
to a class which then became fixed, i. .e 
to her children then living and to the then 
living descendants of any then deceased 
child of hers, and since on such construc- 
tion the daughter exceeded her power, the 
principal of the trust was directed to be 
paid over as the Testator directed it to go 
in default of appointment—outright to his 
daughter’s two children in equal shares. 


—_0—___——_. 


Powers—Limitations—Living Trust 
Providing For Payments After Set- 
tlor’s Death But Not Longer Than 
Twenty-five Years From Date of 
Trust Agreement, Does Not Violate 
Rule Against Perpetuities 


Illinois—Appellate Court 


Leonard v. Chicago Title and Trust Company, 
298 Ill. App. 187. 


Trustee of settlor’s estate sought to have 
trust agreement set aside. The agreement 
provided that the trust was to continue for 
ten years from its date, whereupon the 
trust assets were to be paid to Charles 
Leo Sampson upon the payment by him of 
the sum of $7,000 to the settlor. The agree- 
ment further provided that if the settlor 
should die before the expiration of the ten 
year period, then the trust assets were to 
be paid to Charles Leo Sampson upon the 
payment of the said sum to Raymond J. 
Sampson, or his estate. The agreement 
further provided that if payment was not 
made before the expiration of the ten year 
period, or at the settlor’s death, then the 
trust was to continue in force until said 
payment was made, but in no case for more 
than twenty-five years from the date there- 
of. 

The plaintiff claimed that the trust agree- 
ment was void because it was a violation 
of the rule against perpetuities; that it was 
nothing more than an offer to sell the trust 
assets, which offer was not accepted before 
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the settlor’s death, and that the trust agree- 
ment constituted nothing more than naming 
the trustee as agent for the settlor which 
lapsed upon the settlor’s death. 

HELD: Payment for the trust assets must 
be made under any and all circumstances 
during the lifetime of Charles Leo Sampson 
and upon such payment the title to the 
trust assets will become vested in him. The 
twenty-five year limitation meant nothing 
more than that under any and all circum- 
stances, the payment must be made and 
the trust terminated within the period of 
twenty-five years, even though Charles Leo 
Sampson should live for a longer time. The. 
trust was otherwise. valid. 


a, 


Powers — Limitations — Statute 
— Perpetuities—Issue—Void 
ifts 


Connecticut—Supreme Court 


George Henry Warren, Trustee (Will of Charles 
Phelps Williams, Sr.) v. Elizabeth W. Duval, et 
al., 124 Conn. 448. 


The testator’s will gave one hundred 
twenty-five equal shares of the residue of 
his property to a trustee for each of the 
former’s children by his wife, G, the income 
from such shares to be paid to the children 
during their lives, and upon the decease of 
either of the children such shares were to 
be paid over to the lawful issue of such 
deceased. 


At the time of the testator’s death, there 
was a statute in force as follows: 


“‘No estate in fee simple, fee tail or any less 
estate, shall be given, by deed or will, to any per- 
sons but such as are, at the time of making such 
deed or will, in being, or to their immediate is- 
sue or descendants; and every estate, given in fee 
tail, shall be an absolute estate in fee simple, to 
the issue of the first donee in tail.” Revision of 
1875, page 352, Sec. 3. 


The court dealt in part with the question 
as to whether or not the gift to the issue 
of the testator’s children was repugnant to 
the statute. 


HELD: The word “issue”, when unaf- 
fected by any circumstances showing a dif- 
ferent intent, is construed to mean descen- 
dants of every degree. The words “im- 
mediate issue” in the statute have been con- 
strued to mean children only, and not re-. 
moter descendants. 


“If two modes of construction are fairly 
open, one of which would turn a bequest 
into an illegal perpetuity, while by follow- 
ing the other it would be valid and opera- 
tive, the latter mode must be preferred.” 
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The word “issue”, however, will be given its 
primary meaning when there is no inten- 
tion found on the part of the testator to 
use the word in another sense. 


It is imperative under the statute that 
an estate must be given to parties in being 
when the will is made, or to the immediate 
issue of parties then in being. If by possi- 
bility the estate might be carried by the 
terms of the will to parties not then in be- 
ing, and who are not the immediate issue 
of parties then in being, the will in this 
respect is void. The statute applies equally 
to gifts of personal estate as well as to 
gifts of real estate. 


The court found from an analysis of the 
will that no intention to give the word “is- 
sue” other than its primary meaning was 
indicated, and therefore concluded that the 
testator had meant by using the word “is- 
sue” descendants of every degree. The 
gift to the issue of the children was con- 
sequently held void as being repugnant to 
the statute. 

In another part of the will it was pro- 
vided that all the rest and residue of the 
estate were to be held in trust until each 
child should arrive at the age of twenty- 
one, with the proviso that should either of 
the children die before reaching the age of 
twenty-one the deceased’s issue surviving 
should be entitled to the shares. 


HELD: The attempted gift to the issue 
of the children discussed above being in- 
valid fell into this residuary clause. The 
residuary provisions accordingly will gov- 
ern the distribution of such an attempted 
gift. 

While the proviso clause creating a gift 
to the surviving issue was invalid, being 
similar in nature to the gift first discussed, 
such invalidity will not affect the validity 
of the gift to the children having lived more 
than twenty-one years. 


Under the residuary clause, at the death 
of the testator each child acquired a vested 
right to an equal one-half of the remainder 
interest in the one hundred twenty-five 
shares of the residue. Both children hav- 
ing died, their shares should be distributed 
one-half to the estate of each. 


a 


Taxation — Inheritance — Effect of 
Previous Composition upon Tax 
Due under Power of Appointment 


Wisconsin—Supreme Court 


Will of Nunnemacher, 283 N. W. 326, Decided 


January 10, 1939. 


Testatrix died in 1934, having exercised 
by her will a power of appointment given 
to her in the will of her husband, who died 
in 1912. In the husband’s estate, a compo- 
sition agreement had been made in 1914 be- 
tween the executors and the taxing authori- 
ties, stipulating the amount of inheritance 
tax to be paid in his estate, which was to 
cover “every estate or right, present, expec- 
tant or otherwise, created, or that may here- 
after be created, under the will of said de- 
ceased”, including specifically all inheri- 
tance taxes upon property of the decedent 
“which is or may be later subject to the 
exercise of any power or powers of appoint- 
ment created under and by the terms of 
said will.” 


The statute under which the composition 
was made authorized the taxing authorities 
to enter into composition agreements in 
cases where remainders or expectant es- 
tates were of such a nature that the taxes 
were not presently payable or the interests 
of the legatees were not ascertainable. Not- 
withstanding the composition agreement in 
the husband’s estate and the payment of 
the taxes thereunder, the taxing authorities 
sought to collect out of the wife’s estate an 
inheritance tax on that portion of the hus- 
band’s property which passed by the power 
of appointment in her will. 

HELD: The tax is collectible in the 
wife’s estate despite the composition agree- 
ment. It was settled in Will of Morgan, 
227 Wis. 288 (Trust Companies, April 
1938, page 520) that under the Wisconsin 
inheritance tax law the tax upon a transfer 
of property under a power of appointment 
is payable out of the estate of the person 
appointing, not the estate of the donor of 
the power. That being true, the composi- 
tion agreement of 1914 could not lawfully 
cover the property which was to pass under 
the power of appointment, regardless of the 
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language used in the agreement. The order 
determining the tax in the husband’s estate 
is not res adjudicata because it involved 
different parties, different rights and differ- 
ent subject matter. 


O-—--—- 


Wills—Probate—Acceptance by Sur- 
vivor of Testators of Mutual Wills 
Precludes Making of New Will 


Iowa—Supreme Court 
Child v. Smith, 282 N. W. 316 (1938). 


Husband and wife made mutual and re- 
ciprocal wills, by separate instruments, each 
will leaving to the other the entire interest 
in the real and personal property “in fee 
simple, and each providing that in case of 
testator’s or testatrix’ survival of the other 
spouse, the property at the death of 
testator or testatrix should go to named 
beneficiaries, said beneficiaries being the 
same in both instances. The wife died 
first, the husband accepted under the wife’s 
will, and then made a new will leaving all 
the property to others than the above men- 
tioned beneficiaries. The husband then 
died, and plaintiffs brought this action to 
enjoin the probate of the husband’s second 
will, and for specific performance of the 
mutual wills and that the property be im- 
pressed with a trust in favor of plaintiffs. 


HELD: Decree for plaintiffs affirmed. 

1. A joint and reciprocal will may be 
found in two instruments. 

2. Parol evidence is admissable to estab- 
lish two instruments as a single will. 


3. While either party to a reciprocal 
will may revoke such will during the life- 
time of both, yet after the death of one, 
and the acceptance of the provisions of the 
will by the other, the survivor may not make 
other disposition than that named in the 
joint and reciprocal will. 


4. Such mutual understanding consti- 
tutes a sufficient consideration for such 
mutual will, and the survivor holds the 
property in trust for the purposes named 
in the will. 


a 


David Kelly Made Partner 


David Kelly, formerly legal contributing 
editor to the Magazine, has been made a 
member of Mitchell, Taylor, Capron & 
Marsh. Thomas K. Egan, Jr. and Edward 
E. Watts, Jr. were also made members, 


Chandler Act Amendments Reflected 
in Income Tax Regulations 


As a result of the Chandler Act, two Ar- 
ticles in Regulations 94 were recently 
amended. Art 22(a)-14, having to do with 
“eancellation of indebtedness,” originally 
consisted of one paragraph, the last sen- 
tence of which was, “Income is not realized 
by a taxpayer by virtue of the discharge of 
his indebtedness as the result of an adjudi- 
cation in bankruptcy, or by virtue of a com- 
position agreement among his creditors, if 
immediately thereafter the taxpayer’s liabil- 
ities exceed the value of his assets.” 

The Article as amended omits this last 
sentence from the first paragraph, which 
is now designated paragraph (a), and there 
is added to the Article a paragraph (b) hav- 
ing to do with the realization or non-realiza- 
tion of income in proceedings under the 
Bankruptcy Act. 

A new Article 113(b)-2 is added, entitled 
“Adjusted basis: Cancellation of indebted- 
ness,” having to do with the effects of the 
Bankruptcy Act. 

The old Article 113(b)-2, entitled “Sub- 
stituted basis,” is renumbered Article 
113(b)-3, and is amended to omit an ex- 
ample, previously presented, and to amplify 
the Article itself. 


From Zaaes (formerly Tax Magazine) 
_—_————_Q—_—_—_——_ 


Rogers Holdings Gain $1,000,000 


A second accounting by the executors 
of the estate of the late Col. Henry Hud- 
dleston Rogers, filed recently with Sur- 
rogate Richard W. Hawkins, of Suffolk 
County, New York, disclosed that secur- 
ities held by the estate of the Virginian 
Corporation, a railroad, increased in 
value more than $1,000,000 in the period 
between May 15, 1937, and October 28, 
1938, covered in the accounting. 

The executors said they had in the 
principal account in the period a total 
of $6,992,787, and distributed $4,666,- 
587, leaving a balance of $2,326,200. 

Surrogate Hawkins signed a decree 
allowing each of the three executors, 
Adrian H. Larkin, Albert Stickney, and 
the Central Hanover Bank and Trust 
Company of Manhattan, a commission 
of $48,067 from the principal account 
and $3,169 from the income account. 
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